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PUBLIC SPENDING AND RECOVERY 
IN THE UNITED STATES 


BY GERHARD COLM AND FRITZ LEHMANN 


In rats study we shall try to answer the question whether and to 
what extent the policy of public spending has helped to bring 
about recovery in the United States. Before this depression econo- 
mists developed the theory of “priming the pump” as a device for 
overcoming depressions. They believed that additional public ex- 
penditures financed by credit would break the deadlock of the 
depression and would produce lasting recovery effects. In the 
United States during the last few years billions of dollars have 
been spent for fighting the depression, and recovery—at least a 
certain degree of recovery—has taken place. The economist, 
however, cannot content himself with the mere juxtaposition of 
spending and recovery. He has to find an answer to the vital ques- 
tion as to whether or not recovery is a result of public spending. 
Has the “pump priming” theory stood the test of reality in this 
depression? Can it be recommended therefore as a remedy to be 
applied again, in the next depression? 

Economists have no laboratories for checking theories. Their 
laboratory is history; but historical facts are seldom staged in a 
way which permits a direct answer as to whether or not the theory 
is verified by reality. In actual life a complexity of factors affect 
business and employment. To isolate the effects of one factor is 
almost impossible and yet economists cannot therefore abandon 
the attempt to verify the theory. This would mean to question 
every practicability of economic science. 

To approach our problem of the relationship between public 
spending and recovery two different methods could be applied. 
We could compare the economic development of countries which 
used this policy of spending with the development of countries 
which did not apply it. It would then be necessary to make a care- 
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ful investigation as to whether or not other factors might be re- 
sponsible for divergent developments in various countries. 

In this study we shall use another approach. We shall try to 
compare the actual facts with the economic development to be 
expected if public spending, and public spending alone, had in- 
fluenced economic development in the depression. Such a method, 
of course, cannot render unmistakable proof of cause and effect, 
even if the constructed and the actual curve of recovery coincide, 
for this coincidence might occur by chance. Therefore it is also 
necessary to discover whether or not other stimulating or hamper- 
ing factors have existed by which the actual conditions of business 
and employment might have been influenced. In such a way the 
question could and should be answered with sufficient certainty. 
We cannot pretend, however, to present the definite answer in 
this preliminary study. Our attempt is rather to indicate in what 
ways the solution might be found. For a further analysis a much 
broader statistical basis is needed than we found available from 
present sources. 


I 


Stimulating Expenditures, Liquidating Expenditures 
and the Maintenance Deficit 


The “pump priming” theory has been related to the policy of 
public works. In the United States during the last few years pub- 
lic works have frequently been supposed to be the means of 
“pump priming.” But the book of Gayer! and recent statistics of 
expenditures for public works show that in the United States dur- 
ing the depression much less has been spent for public works than 
in the preceding years of prosperity. In the years 1927-29 the aver- 
age annual expenditures of federal, state and local authorities for 
public works was 2,933 million dollars; in the years 1933-35 it 
was 1,917 million dollars. Federal expenditures for this purpose 
did indeed increase from an average of 257 to an average of 897 


*Gayer, Arthur D., Public Works in Prosperity and Depression, National Bureau 
of Economic Research, Publications, no. 29 (New York 1935). 
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million dollars, but this increase was more than offset by the de- 
crease in state and municipal expenditures for public works. Can 
we therefore speak of “additional” public works which might have 
“primed the pump’? J. M. Clark, on the other hand, says that “ 
“the important thing is the total amount of expenditures financed 
by expansionary borrowing rather than the amount spent in any 
particular way.’ If we measure this expansion by the amount of 
the deficits (debt redemption deducted) during the depression 
years 1930-35, we arrive at the figure of 14,300 million dollars in- 
curred by the federal treasury alone. If we calculate as “pump 
priming” only the additional expenditures for public works then 
we may reach the conclusion that the device has not been tried 
at all. A brief theoretical consideration will reveal what expendi- 
tures we can regard as stimulating expenditures. 

The “pump priming” theory? contends that through public 
spending of borrowed money during a depression additional credit 
reserves are directed into active purchasing power, and that the 
increase in purchasing power and production, expressed for in- 
stance in an increase in the yearly national income, is larger than 
the additional amount spent by the government. Since idle labor 
and idle plant capacities are available in depression times, prices 
are not expected to rise to any considerable degree. Production 
and employment, and therefore the real income, are expected to 
increase. 

This cumulative effect of public spending is not, however, un- 
limited. First, the process requires a certain time until the amount 
passes from one stage to the next—the speed of transmission, as 
J. M. Clark calls it. Clark suggests the positing of six cycles of 


*Clark, J. M., Economics of Planning Public Works, a study made for the Na- 
tional Planning Board (Washington 1935), p. 87. 

* An excellent restatement and refinement of the theory is given by Clark, op. cit. 
Compare also chapter xiv of Gayer’s book, op. cit. Gayer quotes the earlier litera- 
ture on p. 366 seq. To this list ought to be added the recent articles by M. Mitnit- 
zky, “The Effects of a Public Works Policy on Business Activity and Employment” 
in International Labour Review, vol. 30, no. 4 (October 1934) and H. Neisser, 
“Secondary Employment: Some Comments on R. F. Kahn’s Formula” in Review of 
Economic Statistics, vol. 18, no. 1 (February 1936). 
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secondary effects per year as a basis for calculation.’ Second, not 
the whole amount is transferred from stage to stage. “Leakages” 
—to use Kahn’s apt term*—sooner or later dry up the flow of pur- 
chasing power. When, for instance, a worker, reemployed in a 
public works project, receives a wage after a long period of unem- 
ployment, he probably will use a part of the money to pay off 
debts incurred when he was out of work. And also the grocer and 
the manufacturer of consumers’ goods who benefit from an in- 
crease in their business will spend only a part of the money for 
actual purchases. Nor will increasing demand produce correspond- 
ingly increasing production, since some goods may be sold from 
stock. Nor will the producers use for actual replacements the 
whole amount set aside for depreciation; some of it they will hold 
as deposits or use for paying off loans. Some portion of the money 
will be used for importing goods from abroad (without an im- 
mediate compensating increase of exports) . In a period in which 
repayment of debts and increase in deposits do not increase bank 
loans (because there are no debtors) , amounts used for these pur- 
poses do not create additional purchasing power but pass into a 
blind alley. The same holds true for taxes from increasing sales 
and incomes, since in such a period these amounts are more 
likely to diminish the borrowing of public authorities than to in- 
crease their spending. In agreement with J. M. Keynes, Clark esti- 
mates that 100 dollars spent will create additional income of 200 
to 300 dollars. This would mean average leakages of between 50 
per cent and 33 1/3 per cent—a “multiplicator” of between 2 and 
3. He believes that in the course of recovery ‘the percentage of 
‘leakage’ will decrease as industrial conditions grow better.’® 
When for instance the consumers’ goods industries which have 


+ The speed of transmission is not constant in all circumstances. If the community 
believes in the “pump priming” theory and anticipates the secondary effects of 
public,spending the transmission will be speeded up considerably. This, however, 
means no more than a concentration in time; ‘the total effect is not changed. 

*Kahn, R. F., “The Relation of Home Investment to Unemployment” in Eco- 
nomic Journal (June 1931). 

* Neisser, too, loc. cit., opposes the assumption of a constant leakage. 
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been revived through the effects of this “pump priming” begin 
again to invest, we may speak of the “tertiary” effects of public 
spending. We call tertiary effects all those business activities which, 
induced by the primary or secondary effects of public spending, 
involve either a demand for credit in addition to the credit used 
by the government or the use of idle bank balances. 


What are “pump priming” expenditures in the light of this 
theory? Expenditures made by means of simultaneous taxation 
cannot in general! be regarded as having such a stimulating effect. 
In the main they may be regarded as a transfer of purchasing 
power from the taxpayer to the receiver of government payments. 
The same holds true of governmental borrowing which encroaches 
upon private borrowers’ demands and thereby replaces private 
investments which would otherwise have occurred. As long as 
there exists a huge amount of unused credit reserves it may be 
assumed that governmental borrowing does not involve a reduc- 
tion of consumption or the replacement of private investments. 
Therefore it seems best to start with the total budget deficits, as 
Keynes and Clark? have suggested. Two different factors, however, 
have brought about budget deficits during the depression: de- 
creasing revenues and increasing expenditures. 

As to the first, the decrease of revenues may have two reasons. 
It may be due to a reduction of tax rates or it may be due to a 
reduction of tax yields because of falling incomes, property values 
and sales. We may neglect here the reduction of tax rates since 
what happened was quite the opposite: new taxes were intro- 
duced and tax rates were raised. A budget deficit caused by de- 
clining tax yields has no stimulating effect, because neither the 
state nor the taxpayer is thereby enabled to spend more, but it 
does mitigate the spreading of the deflationary process. Without 
such a deficit either taxes would have to be increased (thereby 


*The only exception is the taxation of incomes which would otherwise have been 
hoarded. For the sake of simplicity this exception may be neglected. 
*Clark, J. M., op. cit., p. 104. 
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diminishing the purchasing power at the taxpayer’s disposal) or 
public expenditures (and thus the income derived from public 
sources) would have to be curtailed. We may call such a deficit 
the maintenance deficit, since it permits the maintenance of a 
certain level of public spending without further reduction of 
private purchasing power. 

The second factor responsible for budget deficits is an increase 
in expenditures with no corresponding increase in receipts. The 
consequence of such a budget deficit, however, will depend upon 
the nature of the additional expenditures. An example may serve 
for clarification. Federal land banks financed by the government 
granted mortgage loans to farmers to redeem the loans which 
they had received from insurance companies and from joint stock 
land banks, thereby preventing a breakdown of the credit and in- 
surance system of the country. Private credits were replaced by 
public credit, but the actual purchasing power was not increased, 
at least not directly. We suggest calling such expenditures liqui- 
dating expenditures. It is not always, of course, easy to decide 
what expenditures should be regarded as liquidating. 

We have regarded as liquidating expenditures those of the Farm 
Credit Administration, Commodity Credit Corporation, federal 
land banks, export-import banks of Washington, Federal Deposit 
Insurance Corporation, federal savings and loan associations, 
Home Owners’ Loan Corporation, and expenditures of the Re- 
construction Finance Corporation not included in this enumera- 
tion and not used for public works, relief, work relief and hous- 
ing. 

On the other hand, we have regarded as stimulating expendi- 
tures those additional expenditures, presumably met by borrow- 
ing, which are made for relief, agricultural relief, and work relief, 
for the Civilian Conservation Corps, and for public works of every 
kind, including expenditures for armaments, housing and reset- 


2 We have included in this category loans which if not granted by a governmental 
agency were probably granted by private institutions, although perhaps under less 
favorable conditions. 
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tlement. The benefit payments of the Agricultural Adjustment 
Administration present a problem; so far as they were met by 
processing taxes and included under the general accounts of the 
budget they may be regarded as a shifting of purchasing power 
from the urban to the rural population. They created additional 
purchasing power in the agricultural regions. But from the point 
of view of the total economy they may be regarded as a means 
of letting the agricultural population participate in the purchas- 
ing power created for the urban population through stimulating 
expenditures.* 

This classification refers only to the “pump priming” theory in 
general. A more detailed analysis should draw distinctions, for 
instance, according to the industries or regions which have the 
first advantage from the spending. From the long run economic 
and fiscal point of view it is very important to draw further dis- 
tinctions based on whether expenditures are for productive or 
non-productive purposes. The differentiation we have made be- 
tween liquidating and stimulating expenditures refers only to the 
“pump priming,” not to the fiscal and long run effect. It cannot 
be regarded as a rigid classification. Stimulating expenditures, 
through the leakages, also affect the credit market. This effect 
will be dealt with later on. Liquidating expenditures on the other 
hand, through reduced interest rates for example, may enable 
farmers, home owners and institutions to spend more than they 
could otherwise have spent. A small portion of the farm and real 
estate loans were used not for refinancing but for improvements. 
In such ways the liquidating expenditures may also have a slight 
direct stimulating effect. 


II 
The Measurement of Recovery 


Our problem is the question whether and how much the policy 
of public spending may have influenced recovery. It is through 
the creation of purchasing power that recovery is promoted by 


* Cf. below, p. 146. 
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spending. Relief distributed to the unemployed, for example, 
creates purchasing power because they receive an income which 
is derived not from other people’s income but from additional 
borrowing, from credit expansion. Thus the first fact is an in- 
crease in the nominal national income paid out. Part of the ad- 
ditional income will be spent. The spending will increase sales, 
production and employment, thereby enlarging again the national 
income paid out, and this process will be repeated in widening 
circles. But an increase in the nominal national income paid out 
is not in itself an accurate measure of recovery. Higher prices 
may compensate higher nominal income figures. TABLE 1 shows 
that fluctuations in the national income have to a certain extent 
been offset by the price movement. 


TABLE 1. SympTOMS OF RECOVERY 


Nominal 
National Cost of “Real” Industrial Employ- Unemploy- 
Income* _ Living® Income _ Production ment® ment® 
(In billions (In billions (1923-25 (In (In 
of dollars) of dollars) = 100) millions) millions) 
1929 (average) 78.6 100.0 78.6 119 46.2 1.9 
Oct. 1929 82.04 101.0 81.24 121 47.4 0.9 
1933 (average) 44.4 74.8 59.3 76 37.0 13.7 
March 1933 40.34 71.8 56.14 60 34.9 15.7 
1934 (average) 49.6 79-4 62.5 79 38.9 12.4 
1935 (average) 52.7 83.1 63.4 go 39.7 12.2 
Dec. 1935 56.04 84.8 66.04 95 40.7 11.4 


* Cf. Business Bulletin (October 15, 1935), published by the Cleveland Trust Company. 
The Cleveland Trust Company has been kind enough to give us in advance their esti- 
mates for the last months of 1935. These figures refer to the income paid out, not to the 
income produced. For this distinction see Kuznets, S., et al., National Income 1929-1932, 
U. S. 73rd Cong. 2nd Sess., Sen. Doc. 124 (1934). The estimates of the Cleveland Trust 
Company include federal relief under national income, as is correct for a period in which 
relief is paid out from additional borrowing and does not represent, as in other periods, 
a mere transfer of purchasing power from taxpayers to persons on relief rolls, 

> Figures given by National Industrial Conference Board. 

¢ Based on figures given by American Federationist. 

4 Calculated on annual rate. 


The figures for “real”. income have been calculated by reduc- 
ing the nominal national income by the index of the cost of liv- 
ing. These figures show a recovery by December 1935 of about 
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40 per cent of the drop which occurred in “real” national income 
between the peak in October 1929 and the depth in March 1933. 
Disregarding all doubts concerning the technical validity of these 
figures it might nevertheless be questioned whether the “real” in- 
come adequately represents recovery. The “real” income pro- 
duced would probably show a larger increase during the 1933-35 
period than do these figures for the income paid out. The de- 
velopment shown in the column of industrial production is not an 
accurate measurement of this increase, since other branches of 
production (agriculture) developed more ‘slowly, but we have 
not yet the complete figures for production and for services dur- 
ing this period. Nor can our figures for employment and unem- 
ployment be regarded as an adequate index of recovery. The real 
degree of reemployment should be measured by the increase in 
the quantity of work, which in a period of changing hours of work | 
per worker is not accurately expressed by the rise in the number 
of employed. Moreover if there is any change in the productivity 
of the individual worker even the total quantity of hours of work 
would not be an exact measure of recovery. And yet, although 
all single indices are objectionable, it is fairly safe to estimate that 
by the end of 1935 economic activities in the United States re- 
covered about one half of their depression fall. 

The problem is to estimate how far this recovery may be at- 
tributed to the policy of public spending. Even though recovery 
is not accurately represented by the increase of national income 
paid out, the relative importance of the effects of public spend- 
ing can be measured approximately by the relation of primary 
and secondary effects of public spending to the increase of national 
income. 

We shall confine this study to an analysis of the national income 
in general. In a more detailed study the influence of public spend- 
ing upon incomes derived from agriculture should be distin- 
guished from its influence upon those derived from the production 
of consumers’ and producers’ goods, but for this more statistical 
data than there are available from existing sources would be 














138 SOCIAL RESEARCH 


needed. Also we have treated the United States as a whole, while 
a more detailed study could learn much from divergent develop- 
ments in various regions. 


Ill 
The Maintenance Deficit, 1931-33 


From the outset a practical calculation of government expendi- 
tures for 1931-33 meets the difficulty that there are sufficient 
financial statistics only for the federal budget, while the statistics 
for states and municipalities are available only up to 1932. Stimu- 
lating federal expenditures met by borrowing may be offset by the 
curtailment in state or local budgets or by new taxes introduced 
by these lower jurisdictions. In both cases the stimulating effect 
of the federal expenditures is compensated by the contracting 
effect of the state or municipal fiscal policy, and this deficit should 
be regarded only as a maintenance deficit. In face of the lack of 
accurate statistics we must base the present study on some rather 
rough estimates and assumptions in the hope that further work 
can be done on a better statistical basis. 

We regard the federal deficits of the fiscal years 1931 and 1932 
as maintenance deficits, partly emerging from diminishing federal 
tax revenues, partly compensating the curtailment of state and 
local expenditures. More difficult is the treatment of the deficit in 
the fiscal year 1933. In this year relief expenditures from state 
and local funds increased but there was a much greater decrease 
in outlays for public works. In addition, many states introduced 
new taxes during this year, especially sales taxes. We may assume 
that states and municipalities curtailed purchasing power through 
reduction of expenditures or throug! the imposition of new taxes 
by three quarters of a billion dollars, thereby offsetting more than 
the whole amount of additional federal expenditures. Therefore 
we regard the deficits of this whole period, 1931-33 (fiscal years) , 
as maintenance deficits. If this assumption is justified we cannot 
expect any stimulating influences from the fiscal policy in these 
years, but we may assume that during this period the process of 
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deflation was slowed down through the maintenance of public 
expenditures. 

An attempt will be made to estimate the approximate effect of 
the maintenance deficit upon the national income, with all reser- 
vations for the crudeness of the basic assumption and the inexact- 
ness of the figures used. 

The basic assumption is that the driving force of the deflation 
was the falling demand for durable goods, consumers’ as well as 
producers’ goods. This falling demand for durable goods was 
neither the single deflationary factor nor the ultimate one. The 
agricultural crisis, the waning expansion of consumers’ purchas- 
ing power after instalment credit had been expanded to the limit, 
the breakdown of the stock market, and the world market’s sink- 
ing capacity to buy may be mentioned as probable primary causes. 
The contraction of bank credits, the ‘buyers’ strike,” the vanish- 
ing of confidence in the economic future certainly speeded up 
the process of deflation. 

Measurement of the driving force of deflation by the one fac- 
tor, falling demand for durable goods, is justified by the fact that 
it is through this falling demand that most of the causal factors 
of the depression affect the economic process. 

Falling production of durable goods must engender secondary 
effects in the nature of falling prices and production in other 
spheres, a result comparable to the secondary effects of public 
spending or expanding investments. The amount of these secon- 
dary effects will decrease from stage to stage. The concepts of 
“leakages” and “‘multiplicators” appear therefore to be applicable 
also to secondary effects in the process of contraction. A decrease 
in the secondary effects of a primary deflationary cause is due to 
negative leakages; in other words, the reduction of expenditures 
by business and households becomes smaller than the reduction of 
sales and incomes. A lower percentage of profit and income will 
be saved, and savings accumulated in the past will be drawn upon 
to meet current expenditures. Also imports of foreign goods will 
decrease. If no negative leakages existed expenditures in every 
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stage of production would be curtailed by the full amount of the 
reduction in receipts. In this event, assuming that the speed of 
transmission brings six cycles of secondary effects per year, the 
annual national income would shrink by six times the amount 
of the primary contraction. If, on the contrary, business continued 
to pay out the same amount of income as before, regardless of 
decreasing sales, and if the income receivers also left their ex- 
penditures unchanged, no secondary effects could appear. Neither 
of the two extreme cases (negative leakages of either zero or 100 
per cent) is likely to happen. Business and households will reduce 
spending, but by less than the decline in sales and incomes. 

For a first approach we may assume the negative leakages at 50 
per cent, the “multiplicator” for the total effect at 2. TABLE UI, 
computed in billions of dollars, contains in column 1 the esti- 
mated figures for the sales value of durable goods; in column 1 
the differences between these figures and the figure for the basic 
year 1929, thus indicating the driving force of deflation; in col- 
umn 11 the secondary effects, so far as they appeared in the year; 
in column rv the total deflationary effect (the sum of columns 1 
and 11); in column v the actual national income paid out; in 
column vi a fictitious national income, computed for each year 
by subtracting from the actual income in 1929 the deflationary 
effect estimated for that year in column Iv. 


TaBLe 11. (IN Brtuions or Do.tars) 


I II III IV V VI 


Sales Fall in Secondary Total Actual Actual National 
Value of Sales Value Effectsof Defla- National Income in 1929 


Durable of Durable Falling tionary Income Minus Total 
Goods* Goods Sales Value Effect Paid Out® Deflationary Effect 
1929 24.6 78.6 78.6 
1930 19.9 4.7 3.1 7.8 72.9 70.8 
1931! 13.9 10.7 8.7 19.4 61.7 $9.2 
1932 8.3 16.3 14.5 30.8 48.4 47.8 


* Figures are based upon Simon Kuznets’ Gross Capital Formation, 1919-1933, National 
Bureau of Economic Research, Bulletin no. 52, p. 6. Deductions have been made for the 
estimated value of parts and servicing. 

> Survey of Current Business (August 1935), p. 16. 
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The table shows that the actual figures for national income cor- 
respond approximately to the figures calculated. In 1930 and 1931 
the actual income decreased less, in 1932 more, than the cal- 
culated income. This may be interpreted as meaning that the 
negative leakages were greater than 50 per cent in the beginning 
of the period, and smaller than 50 per cent at the end of the 
period. This coincides with reasonable expectations. As long as a 
depression is considered no more than a temporary recession peo- 
ple will see little reason for drastically cutting their expenditures 
and banks will not press for repayment of their loans. Later on 
expenditures have to be adjusted more and more to falling re- 
ceipts, and the dwindling safety margin causes the banks to call 
in their loans energetically, forcing their debtors to pay them 
from a reduction in their inventories. 

In order to estimate the effects of the public deficits upon the 
national income from 1930 through 1932 we may assume that 
cutting down public expenditures would have had the same sec- 
ondary effects as cutting down private purchases of durable goods. 
The deficits which were incurred by all public authorities, federal 
and local, in the calendar years 1930, 1931 and 1932 may be 
estimated at 0.3, 2.9 and 3.4 billion dollars,’ or 6.6 billion for the 
three years. With the negative leakages estimated at around 50 
per cent during this period, the secondary effects would have 
equaled this deficit. Thus the maintenance deficit contributed 
about 12 billion of the 183 billion dollars total national income 
from 1930 through 1932. It decreased the deflationary fall (the 
sum of the differences between actual incomes in 1930, 1931 and 
1932 and the actual income in 1929) from 65 to 53 billion dollars, 
thus reducing by 20 per cent what might be called the pressure of 
deflation. 


*The relative importance of these deficits may be demonstrated by a comparison 

with the figures for business dissaving: the difference between the income paid 
out by business and the value of its production and services. This dissaving — after 
deductions have been made for the depreciation of commodity stocks and the 
losses of financial institutions —-amounted to approximately g billion dollars in 
1931 and 5 billion dollars in 1932. 
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IV 


Stimulating Expenditures and the National Income, 1933-35 


We regard the spring of 1933 as the turning point in the cycle. 
Up to that time the increase in federal deficit expenditures was 
offset by the fiscal policy of state and communities. After that 
time the stimulating expenditures of the federal emergency budget 
were no longer offset by other fiscal developments. These expendi- 
tures can therefore be regarded as accruements to the national 
income (see APPENDIX A). If we can determine the amounts of 
these accruements, deriving only from the influence of public 
spending, we shall have a basis for measuring how much of the 
recovery may be attributed to this cause. 

The accompanying charts illustrate an attempt at such a meas- 


CHART I. THE DEVELOPMENT OF THE NATIONAL INCOME AND THE 
EFFECTS OF STIMULATING FEDERAL EXPENDITURES AND OF ADDITIONAL 
INVESTMENTS IN Mororcars, JULY 1933—DECEMBER 1935 
(Leakages calculated at 50 per cent) 


Millions of Dollars 
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Primary and secondary effects of 
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urement. (The figures on which the charts are based are given in 
APPENDIX B.) The acutal development of the national income 
from July 1933 through December 1935 is shown by the unbroken 
line; the broken line represents our calculations of the develop- 
ment due only to the primary and secondary effects of public 
spending; the area between the lines represents the influence of 
other recovery factors. 

The curve represented by the broken line was derived by add- 
ing the amounts of the primary and secondary effects of stimulat- 
ing expenditures to a hypothetical minimum figure of the national 
income, which may be regarded as the bedrock, the basic stratum 
at which it may be presumed that the process of deflation came 
to an end and which would have been maintained if no stimulat- 


CHART Ul. THE DEVELOPMENT OF THE NATIONAL INCOME AND THE 
EFFECTS OF STIMULATING FEDERAL EXPENDITURES AND OF ADDITIONAL 
INVESTMENTS IN Mororcars, JULY 1933-DECEMBER 1935 
(Leakages calculated as decreasing 
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ing factors had existed. This low point was reached in the first 
half of 1933; calculating on the basis of the first six months of 
that year’ the minimum national income can be assumed as 3.5 
billion dollars a month, or 7 billion dollars for the two-month 
period we have elected to use in the charts. For the calculation 
of the secondary effects of public spending we have assumed, as 
explained above, that on the average income needs two months 
to pass from one stage to the next in the economic circuit. CHART I 
is constructed on the assumption that leakages amount to 50 per 
cent, CHART 11 on the assumption that they decrease from 50 per 
cent to 33 1/3 per cent in the course of recovery. These two as- 
sumptions mark the limits between which the true figures proba- 
bly lie. 

In AppENpDIx C, which is the worksheet from which we have de- 
rived the broken line in CuarT 1, the amounts of stimulating ex- 
penditures during the bimonthly periods are indicated in the 
top figures of each column.” The figures below indicate the in- 
creases in purchasing power which result from spending in each 
two-month period 50 per cent of the additional income. The sums 
in the extreme right hand column thus represent the accumu- 
lated accruements to the minimum national income, derived from 
public spending alone. Because of lack of space we do not print 
the table from which the curve on CHaArT 11 was derived, but it 
was constructed in the same way as APPENDIX C. Leakages, how- 
ever, were estimated not at 50 per cent but as a moving factor, 
decreasing from 50 per cent in July 1933 through June 1934, to 
40 per cent in July 1934 through June 1935, and 33 1/3 per cent 
in July through December 1935, and moreover we added to the 

+ We have used figures slightly below the actual figures for this period, since the 
actual figures were still influenced by a certain amount of deficit spending. Our 
figure is slightly above the extreme low of March 1933, the month of the bank 
‘sWe have used in our calculation the whole amount of the bimonthly stimulating 
expenditures and for the sake of simplicity have disregarded the first leakage, 
which takes place before the amount spent by the government creates additional 


income (for example, the import of foreign steel for public works). This is taken 
care of in the leakages of the later stages. 
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stimulating emergency expenditures 10 per cent of the liquidating 


expenditures.* 

Thus it can be seen that under the assumption of CHART 1 66 
per cent, under the assumption of CHarT 11 80 per cent, of actual 
recovery must be attributed to the stimulating spending of the 
federal government and its secondary effects. 


v 
Other Recovery Forces 


Before we may trust such a hypothetical conclusion we must also 
apply an indirect approach to our problem. We have to ask 
whether or not there might have been in reality other forces which 
could explain recovery. Were there any other forces which had 
an expansionary or, we may say, reflationary effect? The “classical” 
explanation for recovery is that when the interest rate drops suf- 
ficiently private entrepreneurs turn to anticipating investments, 
that is, investments which do not respond to an already existing 
actual demand but aim to meet a future demand. Construction of 
new railways, often in colonial countries, and construction of new 
houses may serve as examples. In this way idle credit is used 
again, additional purchasing power, with all its primary and sec- 
ondary effects, is created, and recovery and reemployment are 
the result. It is not necessary to explain here why in spite of low 
interest rates these anticipating investments did not appear in 
this depression; it must suffice now to state that they did not 
occur. 

There was a kind of boom in the summer of 1933, anticipating 
expected effects of the NRA and other New Deal measures. This 
certainly explains the fact that the national income increased 
far beyond what could be expected from public spending during 
this period. This anticipating boom could have established an 


* Liquidating expenditures are calculated not on the basis of the actual monthly 
figures but on the monthly averages for the fiscal years 1933 and 1934 and for the 
second half of 1935. We have included only the liquidating expenditures of the 
emergency budget, not those financed by guaranteed issues of the various agencies 
(cf. footnote p. 157) . 
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independent factor of recovery if the volume and assortment of 
the additional production had corresponded sufficiently to the 
simultaneous increase in consumers’ spending and in investing 
activities. The fact that commodity stocks were piling up indi- 
cates that these conditions were not fulfilled. The liquidation of 
these stocks in the second half of 1934 resulted in a conspicuous 
recession, which was mitigated, however, and finally overcome 
by the increased purchasing power created by public spending. 
Thus our national income figures show only a relatively small 
decline during this period. 

Nor can the rising level of wage rates be acknowledged as a 
factor of recovery. On the contrary, it is not improbable that an 
increase of wage rates in the very first stage of recovery acted as 
an adverse factor, checking production and employment. But we 
should not exclude the possibility that the higher incomes re- 
sulting from rising wage rates pushed up the nominal national 
income more than it was pressed down by the decreased employ- 
ment. 

Can recovery be attributed perhaps to the success of the agri- 
cultural policy in raising agricultural prices and incomes? Cer- 
tainly a correlation can be observed between the increase in 
agricultural incomes and the sales of industrial products in rural 
districts. And yet this cannot be understood as an independent 
factor of recovery. Whether the increased farm income was de- 
rived from increased prices or from benefit payments through 
processing taxes, it could be realized only through spending by 
the urban population. If the income of the urban population had 
not increased, the farmers’ income could not have risen without 
a simultaneous decrease of industrial incomes. Then it would 
have been a mere shifting of purchasing power from one branch 
of the national economy to another. Both could expand at the 
same time only because there existed a source for increased urban 
purchasing power: public spending. Through the agricultural 
policy the rural population was allowed to participate in the ad- 
ditional purchasing power created for the urban population 
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through stimulating expenditures. Thus the agrarian policy can- 
not be regarded as an independent recovery factor,) but rather 
as a means for a fair distribution of the recovery gains between 
the rural and urban population. 

The revival of exports contributed in some degree toward re- 
covery. In 1934 export values were about 450 million dollars 
greater than in 1933, and in 1935 showed a further increase of 
about 200 million dollars. But this influence was not extensive 
enough to constitute a decisive factor in recovery. 

From NRA, AAA and international trade certain limited recovery 
influences may have arisen. There is, however, one important 
recovery factor which we can estimate: the investment in auto- 
mobiles. We assume that one third of the newly produced motor- 
cars were bought out of current income, one third from existing 
liquid funds and one third on instalment. If deposits or other 
hoards accumulated during the depression are used for buying 
cars or if cars are bought on credit, this investment represents a 
reflationary factor. We have tried to calculate the amount of this 
expansion and its secondary effects on the national income; the 
results are represented in the charts by the arrows. Here again 
leakages are estimated at 50 per cent in CHART I, and in CHART II 
they are assumed to decrease from 50 per cent to 33 1/3 per cent. 
Under the first assumption 12 per cent, under the second assump- 
tion 13 per cent of the increase in the national income can be 
attributed to additional investments in motorcars (See APPENDIX 
B). We cannot assume, however, that such recovery factors as an 
increasing investment in motorcars and in other durable goods 
are entirely independent of the strongest recovery factor, the 
stimulating expenditures. This can be demonstrated by the fact 
that after the bottom of the depression the registration of motor- 
cars did not increase at the same speed in all states. The increase, 
to be sure, was stronger in those states in which registrations had 


*An independent stimulant toward recovery gould emerge from the agricultural 
policy only in so far as farmers bought additional equipment on credit, because 
of the better economic situation. 
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decreased more than the average. But the correlation between 
the increase in registrations in the individual states and the im- 
provement of economic conditions is closer than that between 
increased registrations in the respective states and the preceding 
decline. These investments, therefore, although they form a gen- 
uine factor of economic expansion, cannot be regarded as a cause 
of recovery entirely independent of the main factor, which is pub- 
lic spending. 

The last recovery factors which must be mentioned are new 
investments in buildings and plant equipments. According to all 
statistics these investments did not start in substantial measure 
until the second half of 1935. They too represent a genuine fac- 
tor of expansion, but it is questionable whether they could be 
regarded as independent causes of recovery. As long as the in- 
come of the urban population did not increase sufficiently to raise 
apartment rents from the low depression level, as long as vacant 
dwelling space was abundant, no increase in building activities 
occurred. The index number for house rents did not start a sub- 
stantial increase until early in 1935. We may conclude that these 
investments, as well as the new investments in certain industries, 
were not of the independent anticipating type, but were rather 
the result of an increase in consumer purchasing power. Thus 
they may be regarded at least partly as “tertiary” effects of public 
spending. 

If we bear in mind these subsidiary recovery factors we can ex- 
plain to some extent the main instances in CuartTs 1 and 11 where 
the curve of the actual national income has substantially passed 
the curve representing the effects of stimulating expenditures. On 
the basis of the facts that are known concerning these subsidiary 
factors we believe that the assumption of leakages of 50 per cent, 
which we used in CHART I, is probably more realistic for the years 
1933 and 1934, while the lower leakages, as assumed in CHART 
11, probably correspond better to the conditions of the year 1935. 
But we must emphasize how little we really know about these 
important facts which we call “leakages.” 
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VI 


Adverse Factors 


For the period 1933-35 the accruements in the national income 
which we calculated as the result of public spending and of conse- 
quent investment in motorcars are for the most part less than the 
actual accruements in the national income. Thus we may con- 
clude that the effects of the recovery elements on which we based 
our calculation were not frustrated by ‘‘adverse factors.” 

Our charts, to be sure, show that in certain periods, especially 
in the second half of. 1934, the hypothetical accruements in the 
national income were very close to the curve of the actual income; 
in CHART 11, in fact, the estimated curve of spending effects sur- 
passed substantially the actual curve of national income in this 
period.? But here we observe probably a reaction to the anticipat- 
ing boom of the summer of 1933. During this NRA boom, which 
lifted the national income far above the effects which we expected 
from public spending, stocks were piled up and a year later were 
liquidated with deflationary effects.? 

It might be said, however, that the adverse psychological factors 
cannot be adequately shown by the results of our calculations be- 
cause they are already included in the assumptions on which these 
calculations have been based. Under conditions of very great op- 
timism with regard to the effects of public spending the transmis- 
sion of these effects from one stage to the next can be accelerated, 
and thereby the whole process would be speeded up beyond our 
assumption of a “speed of transmission” of six cycles a year.* This 
acceleration, however, could have influenced only the distribution 
of the effects over the entire period and not the effect as a whole. 

Optimism and pessimism among industrialists could influence 
also the factors determining some of our leakages. If industrialists 


*It is worth emphasizing again that Cart 1, based on the assumption of leakages 
of 50 per cent, is probably more realistic for the years 1933 and 1934. 

* The index of stocks in finished textile goods rose from 79 in May 1933 to 180 in 
November 1933, and declined to 159 in May and 119 in August 1934. 

* Cf. the discussion above, p. 131. 
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do not believe in the permanence of the recovery brought about 
by public spending their replacements of plant equipment will be 
postponed and they will not spend their additional income but 
will save it for a recession which they expect to occur. It is proba- | 
ble that replacements were rather low in 1934 but increased in | 
the second half of 1935, thereby diminishing industrial leakages. | | 
Psychological factors—a strengthened confidence among some ) 
groups after the Supreme Court’s invalidation of the NRA, for ex- | 
ample—may have influenced this upturn. But it is not necessary 2 
to resort only to psychological explanations. An upturn of this : 
kind corresponds to theoretical expectations that in the course of ( 
recovery replacements will become increasingly unavoidable. 

But we have discussed only whether adverse factors affected 
the primary and secondary effects of public spending. There is at | 
least the possibility that adverse factors may have delayed the 
tertiary effects in producers’ investments. Such investments asa, 
matter of fact did not start before the end of 1935. We cannot 
discuss here the very broad problem of why they did not start 
before. Nor can we take up now the problem of general over- 
capacity or the question as to whether necessary industrial reor- 
ganizations and adjustments in prices and costs were delayed in 
this depression, thereby hampering new investments. We wish to ( 
discuss only whether or not the delay in producers’ investments 
may have been caused by factors emerging from public spending. 
In this context two contentions should be considered: first, that 
public deficit spending destroyed confidence; second, that it ex- 
-hausted the capital funds of the nation. 

\ It is the general impression that the first period of confidence 
after the reopening of the banks was followed by a long period 
of uncertainty which did not end before the spring of 1935. This 
impression is confirmed by the behavior of stock prices. After 
reaching temporary heights in July 1933 and February 1934 they 
dropped in March 1935 to the low level of May 1933. Thus dur- 
ing a long period of public spending confidence in recovery at h 
least did not increase. But it would be wrong to infer from this f 
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that it was public spending which caused the lack of confidence. 
First, the upturn of stock prices as well as many other indices of 
business activity show that confidence grew after March 1935, al- 
though public spending was still continued. Second, if confidence 
had been shaken by public spending the fear of inflation should 
have pressed down the prices of bonds in general and of govern- 
ment bonds in particular. But average bond yields (which ex- 
press the general tendency better than bond prices) declined 
from 5.78 per cent in May 1933 to 4.41 in March 1935 and 4.11 
in December 1935. The yield of treasury bonds was 3.47 per 
cent in May 1933, 2.69 in March 1935 and 2.73 in December 1935. 
If there was a fear of inflation and if government obligations were 
regarded with distrust after the stabilization of the dollar, these 
feelings at least found no expression in the best symptoms avail- 
able. 

A certain exception has to be made for August and September 
1934. In these months the average yield of bonds rose from 4.45 
to 4.63 and the yield of government bonds from 2.85 to 3.20. 
Simultaneously gold exports surpassed gold imports, indicating a 
flight of capital. This setback was probably caused by the reces- 
sion of business due to the liquidation of the 1933 boom. On the 
other hand, the influx of gold in 1935 indicates that at least Euro- 
peans placed greater confidence in the political and economic 
future of the United States than in that of their own countries. 

As to the second contention—that public spending exhausted 
the capital funds of the nation—the development of bond prices 
and bond yields leads to the supposition that this also is not cor- 
rect. This supposition is confirmed through an analysis of the 
effects of public deficit spending upon the capital market. 


VII 


Influences of Public Spending upon the Capital Market 


The influence which public spending exerts upon the money mar- 
ket and capital market depends upon the sources from which the 
funds are provided and the purposes for which they are used. 
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If the government finances its expenditures by creating money 
or if the Federal Reserve Banks take over government bonds, 
public spending in general supplies additional reserve bank 
money and permits an expansion of bank loans and bank invest- 
ments. If the government borrows from deposit banks, addi- 
tional reserve bank money will in general be required and a 
contraction of other assets will result, in so far as no excess re- 
serves are available or rediscounting is not increased. If the gov- 
ernment borrows from private persons and institutions, not from 
banks, the supply of credit and capital available for others will 
be correspondingly diminished. If, however, the funds are taken 
from idle deposits held with banks the supply of credit will re- 
main unchanged. 

Stimulating expenditures require more reserve bank money 
than do liquidating expenditures. Stimulating expenditures de- 
prive the bank system of cash (for payrolls) and of foreign ex- 
change or gold (for imports) ; liquidating expenditures will at 
most add to the bank deposits. The larger the secondary effects 
of stimulating expenditures, the more foreign exchange will be 
needed for imports and the longer will cash money remain in 
circulation. The more liquidating expenditures are used by the 
recipients to pay off bank debts or to buy government bonds, the 
smaller will be the effect upon the reserve situation. 

These principles may be illustrated by some examples. 

(1) Federal Stimulating Expenditures Financed by Open 
Market Purchases of Government Securities. Government securi- 
ties are sold first to member banks, thus adding to the assets as 
well as to the deposits. As government deposits do not require 
any reserves no adjustments are necessary. The banks sell the gov- 
ernment securities to the Federal Reserve Banks and acquire a 
corresponding amount of reserves. If no rediscounts are made 
and have to be repaid these reserves are excess reserves. For pay- 
rolls the government draws cash from its balance with the member 
banks. The member banks provide the cash by drawing upon their 
reserves with the Federal Reserve Banks. After a while the cash 
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will return to the banks, partly to pay off bank debts, partly to 
establish new deposits. The reflux of cash swells the excess re- 
serves again. If all the cash is used for repayments excess reserves 
will be equivalent to the repayments. But since some of the cash 
is deposited with banks part of the excess reserves will be tied up 
as legal reserves behind the increased deposits. These legal re- 
serves will be zero if the money is deposited with non-member 
banks. But a certain effect upon the reserve situation will appear 
also in this case, since non-member banks are accustomed to keep 
part of their reserves with member banks and the member banks 
are obliged to back these deposits too with reserves. Time de- 
posits, as is known, require 3 per cent reserves, demand deposits 
4, 10 or 13 per cent reserves. Part of the deposits will be used 
to buy government securities from the banks. Assets and liabilities 
of the banks are reduced correspondingly, thus releasing legal re- 
serves and converting them into excess reserves. Part of the de- 
posits belong to foreign exporters. In general they will be sold 
in the foreign exchange markets to importers of American goods. 
If no such exports existed these deposits would probably be con- 
verted into gold. The banks would then lose their excess reserves, 
the Federal Reserve Banks or the treasury would lose their gold. 

(2) Federal Stimulating Expenditures Financed by Selling 
Government Securities to Member Banks. Before the money is 
spent no influence upon the reserve money situation is exerted. 
But by spending the money reserves are consumed. Either they 
have to be replenished by enlarged rediscounts, or a contraction 
of other loans and investments and equivalent reduction of de- 
posits has to lower reserve requirements and attract cash money. 
It depends upon the factors mentioned above (cash withdrawal, 
gold export, redepositing or repayment and so on) how long the 
pressure will last and how strong it will be. 

(3) Liquidating Expenditures Financed by Borrowing From 
Banks. We disregard the case that the recipients of public funds 
hoard the money they receive, and we neglect the stimulating 
effect which part of such liquidating expenditures may have. 
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Thus the most unfavorable effect upon the reserve money situa- 
tion will be produced if the recipients deposit the funds they re- 
ceive on demand with member banks —7 to 13 per cent of these 
deposits will be required for additional reserves and must be pro- 
vided in one way or another. If all the funds are used for repay- 
ments of bank loans or for the purchase of government bonds or 
other securities from the banks, the reserve situation will not be 
changed at all. 

(4) Liquidating Expenditures Financed by Issuing Treasury 
Money. In this case the recipients will get cash money which, if 
not hoarded, will be deposited at once with banks. The banks will 
build up excess reserves and, under the most unfavorable condi- 
tions, 13 per cent will be needed for legal reserves behind the 
deposits. 

These findings are summarized in TABLE II. 


TABLE m1. Errects or FEDERAL EXPENDITURES UPON 
MemBER Bank RESERVES 
Financed by Government 


Money or Federal Reserve 
Bank Open Market Buying Financed by Deposit Banks 


SrimuLaTinc ExpENDITURES 


“Multiplicator” high First no effect. Later slow First large loss. Later slow 
accumulation of excess recovery. 
reserves. 

“Multiplicator” low First no effect. Later rapid First large loss. Later rapid 
accumulation of excess recovery. 
reserves, 


LiquipaTinG ExpENDITURES 
Resulting in demand Excess reserves increase by Reserves decrease by © to 


deposits 87 to 100 per cent. 13 per cent. 
Resulting in time de- — Excess reserves increase by Reserves decrease by © to 
posits 97 to 100 per cent. 3 per cent. 
Resulting in repay- Excess reserves increase by No change. 
ments or purchases 100 per cent. 
of government secu- 
rities 


The effects upon the member bank reserves determine the 
potentialities of credit expansion and credit contraction; they do 
not determine the realities of reaction. Deposit banks may avail 
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themselves of the potentialities opened to them by the increase of 
excess reserves, but they may as well refrain from using these re- 
serves. On the other hand it cannot be predicted exactly whether 
the banks will offset the loss of reserves by calling private loans 
and selling private investments or by rediscounting with the 
Federal Reserve Bank. Since treasury bills are eligible paper re- 
discounting facilities are widened, and this fact alone might bring 
about a more active attitude on the part of bankers. 

In this discussion of the changes in the reserve situation we 
have seen the influences which public spending exerts upon the 
money market. The influence of public spending on the capital 
market, however, is not determined only by the changes in the 
reserve situation. Recipients of deposits from public spending 
may invest these deposits in securities, thus raising security prices 
and thereby lowering the interest level. These deposits may even 
be used more than once, since the seller of the securities may re- 
invest his money in other securities. But finally the deposits will 
come into the hands of persons who, in the face of higher security 
prices, will prefer holding bank accounts. Thus public spending 
may supply the capital market with additional funds even when no 
reserves have been created by treasury operations and open market 
purchases. 


In analyzing the actual development in the United States from 
June 1933 to the end of 1935 we have first to calculate the amount 
of money provided by Federal Reserve Banks and by the govern- 
ment itself. 

The federal government never borrowed directly from the 
Federal Reserve Banks. But up to November 1933 these banks 
continued buying government bonds in the open market. Since 
that time the amount of government bonds has remained almost 
unchanged. If government deposits held with Federal Reserve 
Banks had been reduced it would have had the same effect as 
Federal Reserve Bank purchases of government bonds. But ac- 
tually treasury deposits with the Federal Reserve Banks increased 
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—mainly during the end of the period—by a considerable 
amount. 

The amount of money issued by the treasury increased during 
the period under consideration. The increase is far overcompen- 
sated through the increase in the cash held by the treasury, which 
amounted to more than 2.5 billion dollars on December 31, 1935. 
This enormous amount, however, is due primarily to the incre- 
ment of the gold value, in consequence of the devaluation of the 
dollar, which was appropriated by the treasury. This increment 
has to be considered as money created by the government. 

The net amount added to the money supply by open market 
purchases of the Federal Reserve Banks and by governmental 
creation from July 1, 1933, to December 31, 1935, may be derived 
from TABLE IV. 


TaB_Le 1v. Money SuppiieD BY TREASURY AND FEDERAL 
RESERVE BANkKs,* JULY 1933—DECEMBER 1935 


Millions Millions 
of Dollars of Dollars 
Increment of gold value 2,813 Increase in treasury cash 2,313 
Increase in treasury money 190 Increase in treasury deposits 
Federal Reserve Bank pur- with Federal Reserve Banks 495 
chases of government bonds 433 Net amount of reserves sup- 


plied from the government 
and the Federal Reserve 
Banks 628 





3,436 3,436 
* Source: Federal Reserve Bulletins; Annual Reports of the Secretary of the Treasury. 


It may be mentioned that between December 31, 1929, and June 
30, 1933, the same operations added 1697 million dollars to the 
supply of Reserve Bank money (1487 million dollars added by 
open market purchases of government bonds and 264 by increased 
circulation of treasury and national bank money, while 54 mil- 
lion dollars were taken away by increased cash holdings of the 
treasury). The open market purchases of the Federal Reserve 
Banks did not, to be sure, serve primarily for financing the federal 
deficit, but they helped in its financing. 
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The supply of reserve bank money arising from transactions in 
government securities and from treasury operations was only a 
minor factor during the recovery period. It was overshadowed by 
the increase in the gold stock, which was due primarily to gold 
imports, but partly also to domestic deliveries. The monetary 
goid stock, deducting the increment due to devaluation, increased 
from June 1933 to December 1935 by 3678 million dollars. The 
gold influx added six times as much to the reserves as did issuing 
of treasury money and open market buying. On the other hand, 
159 million dollars of the reserves were used to pay off private 
debts due the Federal Reserve Banks, and increased circulation 
of money withdrew 438 million dollars. 

At the end of the period June 30, 1933, through December 31, 
1935, how much reserves were required by public spending? 

In AppenpIx A it is shown that during this period stimulating 
expenditures amounted to 7.2 billion dollars, while liquidating 
expenditures were 2 billion dollars.1 In these two and a half years 
the gross debt of the federal government increased by 8 billion 
dollars. Stimulating and liquidating expenditures were 1.2 billion 
dollars higher than the increase in the federal debt. This 1.2 bil- 
lion dollars represents the redemption of federal debts in the 
period under consideration. We have supposed that this debt re- 
demption, being a permanent item in the general budget, was a 
normal one and could be accomplished without deflationary 
effects. 
Most of the 7.2 billion dollars of stimulating expenditures were 
probably paid out in cash. But only a small percentage of them 
can have remained in circulation. Deducing from CHartT 1 that 
at the end of 1935 the increase in annual national income as a 
result of the primary and secondary effects of public spending was 
6.3 billion dollars, and assuming that each billion dollars of addi- 


*In addition to these 2 billion dollars there were issued 4.5 billion dollars in 
obligations guaranteed by the government. This 4.5 billion does not differ essen- 
tially from our liquidating expenditures. Most of these guaranteed bonds were 
issued to the owners of mortgages in exchange for these mortgages. Part of them 
were bought later on by banks, thus also creating additional deposits. 
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tional national income required 60 million dollars additional 
cash money, we may conclude that 378 million dollars of the 
public expenditures circulated as cash on December 31, 1935. 

Increasing expenditures mean increasing imports; at least it 
may be said that imports would have been smaller if incomes and 
expenditures had not increased. Increasing imports, however, 
under the conditions prevailing in the United States during 1933- 
35, means that the influx of gold was somewhat smaller than it 
would otherwise have been. If America’s national income had 
not increased, the export surplus would have been greater. But 
since America’s imports enabled other countries to buy American 
commodities, we may assume that the increase of imports dimi- 
nished the influx of gold by only 50 per cent of its amount. Since 
between June 1933 and December 1935 about 314 per cent of 
the national income was spent on import goods, and since the 
national income created during this period by public spending 
and its secondary effects amounted to 13.5 billion dollars, 472 
million dollars went to foreign countries, thus reducing the in- 
flux of gold by 236 million dollars. 

If from money held in circulation and paid out for imports we 
deduct the additional exports, we have a sum of not more than 
614 million dollars, only a small percentage of a total of 7.2 
billion dollars. What happened to the remaining 6.6 billion dol- 
lars? We know from our earlier deliberations that it could have 
been used eventually only for making deposits, for paying off 
bank debts or for buying government securities, but we do not 
know how much was used for any one of these purposes. What 
we do know is that between June 1933 and December 1935 bank 
deposits increased by about 10.5 billion dollars; we may estimate 
that the holdings of securities issued or guaranteed by the gov- 
ernment, aside from those held by the banks, increased by about 
3.0 billion dollars‘ and that the repayment of bank loans 
amounted to more than 2 billion dollars and probably was also 
not far from 3.0 billion dollars. Assuming now that the 6.6 bil- 


*The amounts acquired in exchange for mortgages are not included in this figure. 
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lion dollars were invested in the same proportion we find that 
about 4.2 billion were deposited with banks, 1.2 billion were 
used for repayments and 1.2 billion went for the purchase of 
government securities. 

Of the 2 billion dollars of liquidating expenditures perhaps 
one half, or 1 billion dollars, might have been reinvested in gov- 
ernment securities, 0.3 billion might have been used for repay- 
ments of bank debts and o.7 billion could have formed additional 
bank deposits. 

Adding the effects of stimulating and liquidating expenditures 
we find that total expenditures of g.2 billion dollars resulted (in 
billions of dollars) in 4.9 additional deposits, 1.5 repayment of 
bank debts, 2.2 purchases of government securities, 0.38 increase 
in money in circulation, and 0.24 reduction of gold imports. Of 
course the 4.9 billion dollars of additional deposits required addi- 
tional legal reserves. The average legal reserve ratio behind the 
increase in total deposits between June 30, 1933, and June 30, 
1935, being 9.6 per cent, we arrive at 470 million dollars reserves 
against 4.9 billion dollars additional deposits.’ 

We may summarize the effect of public spending upon the re- 
serve situation, and thereby upon the money market, as follows: 


Withdrawn from the reserves for cash circula- 


tion $378 ,000 ,000 
Withdrawn from the reserves for increased im- 
ports 236 ,000 ,000 


Tied up for legal reserves behind bank deposits 470,000,000 





Reserves required by public spending I ,084 ,000 ,000 
Supplied through treasury and Federal Reserve 
Bank operations 625 ,000 ,000 





Loss of excess reserves due to public spending 459,000,000 


This calculation shows that if no other influences had existed 
public spending of g.2 billion dollars, including its secondary 


* On the basis of the assumptions underlying CHarT 11 about 200 million dollars more 
reserve money was required than under the assumptions of CHART I. 
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effects, would have resulted in a net demand of 459 million dollars 
reserve bank money. But other influences did exist. The influx 
of gold overcompensated many times the requirements originat- 
ing from public spending. The American banking system did not 
exhaust the huge potentialities of creating deposits by enlarging 
loans and investments. On the other hand, it follows from our 
calculation that the influx of gold was not completely neutral- 
ized by the banks. Of the 10.5 billion dollars increase in bank 
deposits we have attributed 4.9 billion to public spending, and 
3.7 billion (the total amount of the gold influx) is the most that 
could have been created on the basis of gold. Thus at least 1.9 
billion dollars remain which represent a further creation of bank 
deposits. 


The effects of public spending upon the financial situation are 
so overshadowed by the effects of the irregular gold influx that 
general conclusions from this American experiment should not 
be drawn without examining the basic economic relations. It 
would certainly be wrong to ascribe the abundance of money to 
public spending. It would be equally wrong, however, to hold 
that only the abnormal influx of gold made deficit spending on 
such a scale possible without seriously curtailing private loans and 
investments. 

The influx of gold protected the experiment of vast public ex- 
penditures but it did not provide any essential economic basis for 
carrying through this experiment. If there had been no such ab- 
normal gold movement, open market purchases of government 
bonds by the Federal Reserve Banks could have created the 
funds required by public expenditures without seriously endan- 
gering the monetary gold stock of the country, and could have 
enabled the banks to expand private loans and investments as the 
gold influx did in reality. 

The “capital fund” of a national economy is limited to a cer- 
tain extent by the legal regulation of currency and banking, 
which requires a certain gold coverage for banknotes and deposits. 
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Experience has proved, however, that these limits are somewhat 
elastic and are abolished without serious repercussions in times 
of emergency. They do not correspond to the decisive economic 
limitations. 

Nevertheless there are limitations to the expansion of public 
spending. These limitations are set by the supply of unused ca- 
pacities in land, plant and labor, by the fitness of plant and labor 
capacities to meet the requirements of the demand, and by the 
supply of gold and foreign exchange which may supplement 
through imports the country’s own productive forces. 


VIII 
Conclusions 


Summing up the results of a study such as this always involves 
the danger of drawing conclusions while forgetting that the find- 
ings were based on assumptions. Our positive results, especially 
the figures, must be understood more as illustrations than as 
exact measurements. This study has at least made clear the gaps 
in our information about facts which ought to be known for a 
definite answer to our question. The whole problem of the “leak- 
ages,” for example, indicates a vast leakage in our knowledge 
about fundamental facts in economic development. And yet we 
think that we can claim at least a certain probability for our 
assumptions. Therefore we venture to suggest a tentative answer 
to the question which we put at the beginning of this article as 
to whether or not the “pump priming” theory has stood the test 
of reality. 

The “pump priming” theory contends that stimulating spend- 
ing results not only in primary but also in secondary increases in 
income and employment. A study of this recovery period shows 
that the upswing was not initiated by “anticipating” private in- 
vestments. Public spending filled this gap. And yet the recovery 
is not merely a reflex of the primary effects of public spending. 
The actual recovery can be explained only by taking into account 
the secondary as well as the primary effects of stimulating ex- 
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penditures. With regard to this point we may say that the facts 
conform with the theoretical expectations. 

The “pump priming” theory contends also that after a certain 
period deficit spending can be stopped either by curtailing ex- 
penditures or by increasing taxes, without the danger of a new 
recession. With regard to this point it is much more difficult to 
draw any definite conclusions from our study. Stimulating ex- 
penditures reached their peak in the second half of the year 1934 
and after that declined somewhat, while the nominal income and 
employment further increased. Thus we find indications — 
again in harmony with theoretical expectations — that a diminu- 
tion in stimulating spending did not result in a new recession. 
We have attributed this fact to decreasing leakages, that is, to 
relatively increasing secondary effects of public spending, and to 
beginning tertiary effects. These compensating factors, however, 
set in rather late and in a very limited degree. A more radical cur- 
tailing of deficit expenditures would have resulted probably in a 
recession. Why did these compensating factors not develop earlier 
and more strongly? 

One kind of tertiary effects appeared rather promptly — in- 
vestment in durable consumers’ goods, such as motorcars and 
refrigerators. But investments in new houses or in industrial 
plants and other productive equipment started only slowly, in 
the last period of our analysis. A possible explanation for this 
delay is that deficit spending, though it brought about positive 
primary and secondary effects upon recovery, nevertheless caused 
“adverse factors” which hampered the development of the “ter- 
tiary”’ effects. Such an explanation would be valid either if public 
spending exhausted the capital vesources with which private in- 
vestments could have been financed, or if confidence in the politi- 
cal and economic future was shaken by the deficits in public 
budgets. As to the first argument we can state rather definitely 
that credit funds available for private purposes did not decrease 
but on the contrary increased all through the period we have 
studied. As to the second argument there is no doubt that there 
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existed some uncertainty in the political and economic future. 
This psychological factor alone is not sufficient to explain the 
delay in productive investments. Economic causes must also have 
existed. 

Another possible explanation for the delay in tertiary effects 
is that in relation to existing idle capacities the stimulating ex- 
penditures were not large enough to lift the consumers’ purchas- 
ing power up to the point where increased demand made new 
investments unavoidable, thereby overcoming even psychological 
hindrances. We must confine ourselves here to these few observa- 
tions, as our material does not allow a definite answer to this 
problem. But this point—the transition from the secondary to 
the tertiary effects of public spending —seems to be crucial for 
our question. It is of the utmost importance also for the problem 
as to whether a more permanent public policy of stimulating 
investments (represented in housing projects, for example) should 
supplement the temporary policy of deficit spending. 

Our study and these conclusions refer only to the immediate 
effects of public spending upon recovery. A comprehensive judg- 
ment of spending would have to take into account, on the one 
hand, the human and material values it creates, and on the other 
hand the future fiscal burden ensuing from public borrowing. The 
weight of this burden depends, among other factors, upon the 
amount of recovery brought about by present public spending. In 
so far as our findings indicate the extent of this recovery they may 
have some relevance to the fiscal burden of the future. 


(Appendices A, B, C on pages 164-66.) 
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AppenpDIx A. EMerceNncy ExpeNDITURES OF THE FEDERAL TREASURY, 
1933-1935 (In Mitiions or Do.iars)* 


Fuly 1933- July 1934- July 1935- 
June 1934 Fune 1935 December 1935 
Stimulating expenditures 
Agriculture® 231 60 
Relief¢ 2,034 
Public works? 1,311 goo 


Total 


Liquidating expenditures 
Gross 
Excess credit 


Net* 1,821 77 IgI 
Total emergency expenditures’ 4,002 3,657 1,675 
Total deficit 3,989 3,575 1, 8809 
Debt redemption 359 573 336 
Deficit (debt redemption 3,630 3,002 2, $45 

excluded) 


* Source: Annual Reports of the Secretary of the Treasury on the State of the Finances, 
and Daily Statement of the Treasury. 

>The aaa expenditures of the General Budget (in millions of dollars 280, 562, 308) are 
not included. 

¢ Including expenditures of Civil Works Administration and of Farm Surplus Relief 
Corporation. 

4 Including expenditures for-housing, resettlement and Emergency Conservation Work. 

¢ Expenditures financed by guaranteed issues of various governmental agencies are not 
included. 

4 The sum of stimulating and liquidating recovery expenditures is a little smaller than 
the total recovery expenditures because small items (below .5 millions) were omitted in 
the classification. 

¢ This relatively high deficit is due largely to the reduction in revenue from processing 
taxes, 
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RECENT AGRARIAN POLICIES 
IN GERMANY, GREAT BRITAIN 
AND THE UNITED STATES 


BY KARL BRANDT 


More than once within the last two decades the plight of the 
farmer has been the main concern of nearly every government. 
When war raged over Europe farming, as the source of national 
food supplies, was subject to the utmost care, aid and regulation 
in all the countries afflicted by the war. Later on, while European 
farming revived slowly, American farming passed the trough of 
postwar depression; and again, from 1928 on, when prices of agri- 
cultural prime products collapsed to hitherto unknown depths, 
agriculture became the worry of governments the world over. ‘The 
frozen assets and interest payments of predominantly agrarian 
countries became one of the causes of devaluation of currencies 
and finally led to farm relief programs which assumed giant pro 
portions. : 

At present it seems to be a more or less general assumption of 
the urban population in all countries that agriculture is in a 
rather hopeless situation and lives merely by the urban taxpayer's 
mercy. Such defeatist assumptions not only bar the gate to any 
sensible solution of the problems but are moreover misleading 
as far as the basic facts are concerned. A very brief and summary 
review of trends in the agrarian policies of three leading indus- 
trial countries—Germany, Great Britain and the United States 
—will serve to indicate how widely different are their socio- 
economic philosophies and consequently their approaches to the 
varying dilemmas that confront the agricultural population and 
agriculture as an industry. It may also, however, indicate where 
traces of universal trends appear and how forceful these trends 


are. 
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I 


Germany, Heading toward Food Autarchy, Reshapes her 
Rural Sector 


Of a German population of 66,000,000, about 14,500,000 or 23 
per cent find their livelihood in agriculture, compared with 41 
per cent in industries and crafts. 9,700,000, or 30 per cent of the 
persons earning income, derive their earnings from employment 
in agriculture. There are 2,000,000 family farms with from 5 to 
245 acres. There are another 3,000,000 small holdings with less 
than 5 acres and, finally, 18,000 large estates with more than 245 
acres. 73.6 per cent of the total agricultural acreage belongs to 
the family farms, 6.2 per cent to the small holdings and 20.2 per 
cent to the large estates. 61 per cent of the surface of the country 
is under cultivation, while 27 per cent is devoted to forestry. In 
1929 about 7.6 per cent of the estimated national income was 
earned by the farmers. 

Before the war German agriculture was rather prosperous. It 
enjoyed the widening opportunities of steadily growing industries, 
increasing population and rising purchasing power. The food 
supply of the country increasingly depended on agricultural ex- 
porting countries. Germany imported food and feed materials to 
such an extent that 15,000,000 people were fed on foreign sup- 
plies. Besides millions of tons of grain, she bought increasing 
amounts of edible fats in the form of butter, lard and vegetable 
oils. Finally, her animal husbandry depended on rising imports 
of feed proteins while’ her plant production derived growing 
yields from imports of Chilean saltpeter fertilizer and phosphates 
of mainly African origin. The very moderate rate of protective 
tariffs on bread grain did not interfere with the conversion of 
duty-free feed grain into animal products, and did not disturb the 
friendly intercourse of German industries with their foreign cus- 
tomers. Agriculture enjoyed the perfect freedom of economic 
liberalism. 

The war was decidedly more than an interlude with some grad- 
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ual changes. For the first time agriculture was subjected to a 
genuine national planning. Inventory was taken by the govern- 
ment, and after an exhaustive study of the potential capacity. of 
production by the best brains available, the economic general 
staff finally decided on the disposal and supply of most of the 
essential commodities. From 1917 on the “food-dictator” suc- 
ceeded in a fairly systematic designing of the national food pro- 
duction. This emergency experience was the psychological prep- 
aration for later plans, although there was a certain resentment 
at such a reminder of wartime experiments. Another decisive 
war achievement was the invention by Fritz Haber and Karl 
Bosch of a method of “mining” artificial nitrogen from the air 
at a smaller cost than the world market price for Chilean saltpeter. 
This process, which was improved by other similar inventions, 
made it possible to provide national supplies of the most efficient 
plant nutriment at declining prices and on a large scale. Nitrogen 
factories, originally designed as sources for gunpowder material, 
began to function as a national resource supplementary to soil. 
The invention of Haber and Bosch was a most valuable gift to 
humanity because it compensated nations suffering from a scarcity 
of fertile soils. 

The war blockade had its most drastic effect in the decline of 
the productive capacity of German agriculture. After the heavy 
drain of man power and horse power for war purposes, the block- 
ade cut off the foreign feed materials and caused, moreover, a 
heavy slaughter of cattle and pigs. Toward the end of the war 
the population began to starve from the lack of edible fats. Most 
of these losses, however, were repaired by 1924, although it took 
much longer to regain the prewar yields in crops. But another 
influence of the blockade lasted indefinitely. The “turnip winters” 
and starvation period, the nightmare of food shortage and death 
for underfed children and the aged, engraved themselves so 
deeply on the mind of the urban population that it was an easy 
task to lift food autarchy to a paramount national issue. From 
1919 until 1924 the domestic food supply rose steadily. In the 
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course of the runaway inflation the farmers lost a large part of 
their debts. Then from 1924 on the government’s main policy to- 
ward farming was to finance the “relief campaign of the farmers 
for the nation,” which aimed at making the nation self-contained 
in food production. The volume of the total agricultural produc- 
tion rose from 88 in 1924-25 to 102 in 1928-29 and to 114 in 
1934-35 (with 100 representing the average between 1927-28 and 
1928-29) .1 Quite a respectable part of this increase of output 
depended on a more intensive use of fertilizers. Germany con- 
sumed 185,000 tons of pure nitrogen in 1913 and 425,000 tons in 
1934-35; she consumed 490,000 tons of KO in 1913 and 817,000 
iN 1934-35. 

The generous credit spending at enormous interest rates did 
not reveal impending dangers as long as it continued, but a sud- 
den marked decline in rye prices disclosed the fact that especially 
the large eastern estates were producing at losses and were drift- 
ing into bankruptcy. In 1928 the government began to stop the 
credit expansion which had raised the indebtedness from 2.9 
billion marks in 1924 to a total of 12 billion marks, a figure nearly 
equal to the prewar indebtedness (about 13 billion) and differ- 
ing only in the burden of interest, which was now 965, billion 
marks as compared with 750 billion marks before the war. 

So far there was little new in agricultural policy. Tariffs, credit 
grants and subsidies were the traditional means of farm relief. 
The construction of an entirely new machinery for agrarian policy 
began in 1928 when world grain prices began their destructive 
slide. ‘The government rushed to protect the domestic price struc- 
ture, which even at its previous level did not prevent alarming 
cracks in the agricultural credit system. The political influence 
of the farmers and the fear of a general bankruptcy soon led the 
government away from the accidental application of incoherent 
emergency measures. The growth of cartels and similar schemes 
in industry and trade suggested the conception of a planned do- 
mestic market for agricultural produce. From the very beginning 


1 Vierteljahrshefte zur Konjunkturforschung, vol. 10, no. 12, pt. A (1935) p. 117. 
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the aim was twofold: to reestablish the lost profitableness of farms 
through a dictatorial rule over prices; and to protect the con- 
sumer by the same measure against “food usury” in case of short- 
age. The parliament granted sliding tariff rates at the daily dis- 
posal of the secretary of agriculture. They were followed by the 
abolition of the most favored nation clause, thereby destroying 
the universal validity of tariff concessions aid forcing commercial 
intercourse into the channels of bilateral trading. Import quotas 
made the domestic market watertight against the influx of un- 
desired agricultural products, while the established monopoly for 
the import, open market buying and storing of feed grain suc- 
ceeded in putting the grain markets under the price dictatorship 
of the government. 

This decisive change in Germany’s foreign trade policy for 
agriculture had a diversity of motives behind it. The export in- 
dustries fought against it in well founded fear of tariff retaliation. 
That they were overruled was the result of a fatalistic belief that 
the export market would shrink anyhow, that attempts to main- 
tain the volume of exports were in vain and that ultimately, 
under the theory of the increased output of agriculture under 
autarchy, the domestic market for industrial goods would replace 
the lost exports. 

Prices of sugar and of all the grains were separated from the 
world market level and stabilized. Although the domestic vacuum 
decreased steadily in consequence, it was still sufficient to permit 
price regulation. Meat prices were at first manipulated by the 
same method, through duties and quotas, but later on the re- 
striction of feed supplies and the rise in feed prices accomplished 
the purpose. The last part of the machinery for the planned mar- 
ket was assembled when in the spring of 1935 the government 
established a state oil and fat monopoly. Its administration was 
equipped with dictatorial authority to throttle or prohibit im- 
ports of any oils or fats or the raw materials for either, to rule 
the wholesale and retail prices of edible fats (butter, lard, bacon, 
oleomargarine) , to decide the output of oleomargarine, to license 
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and tax the margarine industry and to stabilize prices by open 
market purchases and distribution of stores under cost. 

The motor of this machinery to dictate prices consists in the 
old device of maintaining a natural or creating an artificial 
vacuum. Essentially new methods have grown out of the dairy 
problems. Milk is a strange type of commodity; about two fifths 
is sold as a high priced finished product (fluid milk), while an- 
other two fifths is used as a lower priced raw material for making 
butter, and the remaining fifth is used either as raw material for 
the cheese industry or as feed for calves on farms. Butter prices 
have been stabilized by the fat monopoly. To prevent the depres- 
sive effect of surpluses on the fluid milk markets the government 
has organized the whole country into milk marketing cartels which 
allot marketing quotas. Only the quota quantity may be sold at 
the fixed fluid milk price, and the rest is diverted into butter 
manufacture or cheese making at a low price. Since approximately 
22 per cent of the cash returns of German farmers consists of 
milk sales, the market quota system has a decisive effect on the 
output of production without interfering directly with produc- 
tion. The dairy market problem has given rise to another new 
principle which is a most revolutionary attack upon competitive 
private economy—a scheme of prices fixed simply by decree. 
When the fat monopoly deliberately curtailed the output of the 
oleomargarine industry, thereby creating the desired vacuum for 
raising the butter price, it wished nevertheless to keep down the 
price of margarine. Accordingly it fixed the wholesale and retail 
prices and licensed the factories. The very drastic penalties im- 
posed upon violators of the price decrees, combined with strict 
supervision of the few factories, succeeded in preventing any un- 
desirable or uncontrolled dynamics. 

This method of dethroning the price as the controlling agency 
ruling over the flow of supply and demand has been considerably 
extended. In the grain market speculation has been abolished, 
thereby realizing an old desire of German farmers. There is no 
longer any futures market in grain. Immediately after the harvest 
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the government sets the regional price marks for the whole year, 
allowing a moderate monthly increase to cover losses in weight, 
storage, damages and other costs. The possibility of “holding 
back” on calls of the trade at “first hand” has been eliminated by 
assigning delivery quotas to each farmer, setting the minimum 
he is to sell monthly. The government has not yet had to em- 
bark on direct restrictions upon production and probably it will 
not have to do so within the near future. As long as the serious 
deficit of edible fats continues any surplus production of grain 
will be avoided, because it will be more profitable to increase the 
output in fats. Nowhere is there yet such freedom to sell without 
restriction as in the market for lard, bacon, vegetable oils and 
butter. But even if the “fat gap” should be closed from the sup- 
ply side—which will not happen within the next few years, 
although decreasing demand resulting from high prices has nar- 
rowed the market—the government has other efficient indirect 
controls against overproduction. First among them rank the sup- 
ply of imported oil cakes, the supply of nitrogen and the grants 
of credit to farmers. 

Another important change should be mentioned. By the law of 
September 13, 1933, on “Reichsnahrstand” a new cartel-like na- 
tional organization has been created which compulsorily incor- 
porates all the farmers, the entire commerce in agricultural com- 
modities, the converting industries and the cooperative and other 
farmers’ organizations. The coordination and unification of the 
various groups active in agricultural marketing, and the placing 
of all of them under the command of local and provincial farm 
officials and the secretary of agriculture, have considerably 
strengthened the influence of the government in dealing with 
markets and with the farmer in general in agricultural trade. 

The success or failure of methods of farm relief is usually 
measured by the “scissors,” or the gap between the index of farm 
products and that of farmers’ needs. Unfortunately there is no 
weighted index for farmers’ needs available in Germany. We can 
therefore use only the price index of agricultural commodities 
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and that of industrial commodities. The index of agricultural 
commodities rose from January 1933 to July 1935 by 27.4 points, 
while that of industrial raw materials increased during the same 
period by 4.2 points and that of industrial finished goods by 5.5 
points.t This indicates that the regulation of markets has suc- 
ceeded in closing the scissors considerably. At the same time de- 
clining imports enabled German farmers to gain additional pur- 
chasing power by enlarging their output. Their cash return, 
however, seems to be closely bound to the industrial payroll, as 
was pointed out in this magazine in the author’s article on farm 
relief in Germany.? The net income, on the other hand, is deter- 
mined by deducting costs from cash returns. Prices for farmers’ 
requirements, taxes and interest rank first among factors affecting 
the net income. The major effect of the manipulation of agricul- 
tural prices appears therefore to have been the establishment of 
an independent domestic general price level apart from world 
prices, and the avoiding of losses which would otherwise have 
been entailed by the necessary adjustment of capital, service and 
other overhead costs. 

To make the farmer solvent again the government began in 
1932 to cut drastically two main cost items— taxes and interest. 
Thus with prices controlled and interest and taxes reduced, the 
profit and loss account was corrected. But there remained the 
other problem of rearranging the balance sheet. After the end of 
the easy credit period rapidly increasing numbers of business 
failures in agriculture brought the danger of a complete collapse 
of the mortgage credit system and land prices. The government 
tried extensive experiments with methods of individual and selec- 
tive refinancing and finally took refuge in a rather general. mora- 
torium for farmers’ debts. So far plans to launch a general re- 
financing campaign to thaw all the frozen mortgage and other 
credits have not materialized because the funds are lacking and 
the bond market has not been revived. Surprising as it may ap- 


1 Vierteljahrshefte zur Konjunkturforschung, vol. 10, no. 1, pt. A, p. 179. 
? Social Research, vol. 1, no. 2 (May 1934). 
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pear at first sight, the fact that agricultural mortgages are hope- 
lessly frozen has lost its disturbing aspect for German creditors. 
They are slowly collecting reserves to write off their claims or 
are slowly clearing their dubious claims by granting concessions 
or cancelling parts of the debts. This is a slow-motion process be- 
cause creditors grant concessions only if the rest of their claim is 
paid off in cash. The huge funds that would enable a wholesale 
cleanup are not available. 

The moratorium has been partly supplanted by a permanent 
law which affects approximately 1,090,000 family farms with 
about 54 per cent of the acreage. Almost overnight they have been 
cast under the hereditary homestead law which provides that they 
cannot be mortgaged, sold, foreclosed, split or otherwise disposed 
of except by transfer to one succeeding male heir. Thus the hold- 
ers of mortgages resting upon these homestead farms have lost the 
right to exert any pressure on delinquent debtors. The homestead 
farmers on the other hand have as a natural consequence been 
deprived of any convenient credit supply. Creditors who have 
claims against homestead farmers may try to persuade the delin- 
quent debtor to pay interest and the majority of homesteaders 
will probably pay. But those who are unable or pretend to be 
unable are practically court-proof. Unfortunately it is impossible 
to consider here in further detail the intricate and puzzling situa- 
tion brought about by the homestead law—the issue of the 
strangest mixture of motives and in its essence a romantic revolt 
against the rules of losing in the game of private economy. 

It should be remembered, however, that the industrial recovery 
policy of the government has eased the credit facilities for the 
creditors, while the farm relief policy has put more cash into the 
farmer’s hands. A good deal of previously lost credit has become 
alive again through interest payment, although the principal is 
still frozen so that the farmer cannot even partly pay it off. The 
use of additional purchasing power for renewed interest pay- 
ments or for a hidden reserve for emergency has of course upset 
some of the hopes for an increasing domestic market for indus- 
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trial goods which would serve as a substitute for the lost exports. 

Summing up, we may say that agriculture has regained in do- 
mestic politics a good deal of the ground it lost during nearly 
a century. As before the liberal era which began with the Napo- 
leonic wars, it stands again under a rigid collective system of 
restraint of free competition. In most of its phases it is ruled 
by a dictatorial planned economy which is more effective and 
more precisely operative than the Soviet plans. At the same time 
private ownership has been maintained; only in the hereditary 
homesteads has the farmer’s right of free disposal of his property 
been suspended. The prevailing deficit in the national food sup- 
ply averts for the moment the more radical changes which would 
be inevitable if the hundred per cent food autarchy should be 
achieved. German food imports, which amounted before the war 
to about 20 per cent of the value of the total consumption, de- 
clined to 8 per cent by 1934-35. The farmer’s gain in purchas- 
ing power has partly curtailed the food consumption of the in- 
dustrial laborer and the white collar class. While they could 
afford (in so far as they were employed) a high consumption of 
protein and fats during the depression, they lost these advan- 
tages during the recovery. For the first time in German history 
peasants have replaced the feudal Junker caste in the representa- 
tion of agriculture, although the large eastern estates, holding 20 
per cent of the cultivated land, and with them the caste of man- 
orial lords, survive as anachronistic remains of the feudal age. 
These are the traditional stumbling blocks of German agricul- 
tural policy. 


II 


Great Britain Regulates the Markets for Homegrown Food' 


Similar sympathetic attitudes of governments toward agriculture 
are to be found in nearly every country on the European conti- 
nent, although only a few of them have embarked on such 


2For much of the information on Great Britain the author is indebted to Professor 
John P. Maxton of Oxford University. 
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elaborate projects of an économie dirigée. Even the leading ex- 
porting countries, Denmark and Holland with their strong tradi- 
tion of free trade, have rigid national schemes of control. It is 
not without interest to investigate what has happened to agricul- 
ture under such an environment as that of the United Kingdom, 
the late castle of liberal economic policies and free trade. 

In 1931 there existed only 468,000 agricultural holdings of 
all sizes in England, Wales and Scotland. Of a total population of 
46,000,000 there were 21,000,000 gainfully employed. Of this 
number 1,194,000 were gainfully employed in agriculture — 
829,000 as workers and less than 300,000 as farmers. The farm 
income of some £240,000,000 represented in 1930 about 5.4 per 
cent of the national income.’ Before the war nearly go per cent 
of the agricultural acreage was operated under lease. In 1925 
home production of foodstuffs which can normally be produced 
in the country amounted to the following percentages of the 
total consumption of these items: wheat flour 15.0, meat 44.3, 
poultry and eggs 49.8, dairy produce 48.7, vegetables and pota- 
toes 70.3, fruits 44.0.2 The rest had to be imported. In 1934 the 
value of the imports into the United Kingdom of agricultural 
produce which could be raised at home amounted to no less 
than £279,000,000, while the value of the domestic agricultural 
and horticultural output was estimated at £215,000,000%; thus 
the larger part of the population lives on the industry of foreign 
farmers. These figures indicate how far England’s industrial prog- 
ress and dominant position in world trade have pushed her agri- 
culture into the background of the economic system. Sir Arthur 
Salter declares in his foreword to Viscount Astor’s and Keith A. 
H. Murray’s illuminating book The Planning of Agriculture 
(Oxford 1933): “We are an industrially minded people and we 
have industrially minded parliaments. The consequence is that 
agriculture encounters a different attitude of mind on the part 


* Based upon Colin Clark, The National Income 1924-1931 (London 19332) . 

*From The Agricultural Output and the Food Supplies of Great Britain (H.MS.O., 
London 1929). 

*From Astor and Rowntree, The Agricultural Dilemma (London 1935) pp. 17, 18. 
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of the general public and of our rulers from that which is to be 
found in any other great country.” In Land and Life: The Eco- 
nomic National Policy for Agriculture (London 1932) Astor and 
Murray state, “In our country alone there has been no definite 
policy for at least seventy years.” 

As long as the era of free trade lasted the prevailing trends led 
clearly away from the maintenance of agriculture as an essential 
part of the domestic social or economic system. The necessity for 
cheap supplies of food without regard to their origin ranked first 
among the arguments in agrarian disputes. The abandoning of 
free trade, however, and other changes in the British mentality 
could not but affect the attitude toward agriculture. The first im- 
pulse to protect and redevelop agriculture originated from the 
experience of a most dangerous food shortage during the sub- 
marine war. The Liberal Land Committee, which published its 
report in 1927, declared that the invention of the submarine and 
the aeroplane has removed any excuse for relying more largely on 
imported food than is necessitated by the discrepancy between the 
population to be fed and the maximum productivity of English 
agricultural land. Other stimuli to change Great Britain’s policy of 
laissez faire toward her declining farm population and shrinking 
agriculture have been the increasing industrial unemployment 
and the plight of the farmers under the price collapse of farm 
products on the world market after 1929. 

A review of the major events in agricultural policy from the 
war until 1935 gives the impression that fears concerning the “top 
heaviness” of Great Britain’s social and economic structure have 
gained force, but that the country is not willing to do more than 
establish fair chances for survival for the present farm population. 
A great respect for the importance of trade interests and of inter- 
course with the dominions and colonies of the empire is to be 
felt throughout agrarian discussion. Moreover there are hardly 
any hints of the conviction, now so universal on the European 
continent, that a broad layer of well-to-do farmers forms the only 
reliable foundation for the life of a nation. The whole nation, 
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including the farmers, is urban minded. To illustrate the dif- 
ference between the German and the British attitude we need 
only to quote one of the frequent comments of leading English 
agricultural economists concerning the question of agricultural 
policies: “There is no reason why as economists we should allow 
our sentiment free rein in agriculture in a way that we would 
not do and would not be expected to do with regard to other in- 
dustries. We are all in favor of making agriculture, coal mining, 
textiles and so on as prosperous and pleasant for the people en- 
gaged in them as it is possible to do.” 

Before we trace the trends in recent British agrarian policies it 
seems advisable to report the attempts to solve the land tenure 
problem. In the literature we repeatedly find the statement that 
the “‘triparty system — landlord-tenant-laborer” has failed to cor- 
respond to modern necessities. A number of agricultural holdings 
acts, beginning in 1875 and followed by a sequence of more and 
more progressive ones up to the present time, have established 
such rights for the tenant that for the last two decades he has en- 
joyed, first, freedom of cropping and management of the farm, 
second, security of tenure and compensation for disturbance, and 
third, compensation at the end of his tenancy for unexhausted 
improvements made by himself.1 These reforms have changed not 
only the relative strength of the two parties and thereby the eco- 
nomic issues but also the attitude of the landlords toward tenancy. 
Also, the introduction of progressive inheritance taxes has had a 
cumulative effect. The combination of all these factors has accom- 
plished extraordinary results. After the war it was not possible to 
raise rents in proportion to the general price level, and better 
investments could be made than in rented land. In the classical 
country of landlordism, where in +914 only 10 per cent of the 
farmers owned their farms, about 37 per cent of the farmers had 
become occupying owners by 1927, which means nothing less than 
that in a period of fifteen years a quarter of all the farmers in 
England and Wales had purchased their farms. One may assume 


*Maxton, J. P., A Guide to Agricultural Policy (Oxford 1929). 
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that if this trend is not interrupted tenancy will slowly disappear. 
The Conservative party wants to foster that development by ex- 
tending credits to tenants, while the Liberal and the Labour par- 
ties favor a system of public ownership of land with administration 
by county authorities. At least these are the supposed platforms 
of the political camps. Nothing startling will happen, however, 
unless economic distress brings about the most urgent pressure, 
a possibility which is rather unlikely. 

In connection with the shift of tenants to occupant owners the 
national development of small holdings should be mentioned, al- 
though the total effect of this is rather insignificant in the whole 
trend of British agriculture. The Small Holdings and Allotments 
Act of 1908 established 13,112 small holdings with 186,769 acres; 
the Land Settlement (Facilities) Act of 1919 established and 
leased to tenants 16,295 small holdings with 254,520 acres; a third 
law, the Small Holdings and Allotments Act of 1926, created only 
1,047 small holdings. In 1935 David Lloyd George, who was the 
father of the successful first two acts, backed a plan! to settle an- 
other 100,000 small holders. But this belongs more in a discussion 
of social relief for unemployment than in a discussion of agricul- 
tural policy. 

On the basis of the importance in principle and the efficiency 
of the measures employed, two periods may be distinguished in 
postwar agricultural policy: the first runs from the end of the war 
to 1931, the second from 1931 to the present. In the long stretch 
from the war through prosperity into the depth of world depres- 
sion parliament and the government were in sympathy with agri- 
culture and quite willing to grant certain measures in aid of the 
farmer. But this attitude did not mean a willingness to permit any 
strong intervention in the markets nor did it involve any thought 
of abandoning free trade for the sake of the farmer. The initial 
stage of the period saw the liquidation of war economy. The Corn 
Production Act operated from April 1917 to June 1921 and tried 


1In his foreword to George Herbert’s Can Land Settlement Solve Unemployment? 
(London 1935). 
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to raise the small grain production by a plain subsidy. This act 
was not continued but in 1924 with the British Sugar Act the 
government embarked on a similar campaign to increase the do- 
mestic output of beet sugar. During a ten-year period the sub- 
sidies paid to sugar beet growers amounted, according to Astor 
and Murray, to some £40,000,000. The act was to have expired in 
1934 but it has been prolonged. Two agricultural Credit Acts, of 
1923 and 1928, have offered beneficial credit facilities, although 
neither has had much importance because the farmers have not 
made much use of them. They were intended to provide an op- 
portunity to make improvements or to curtail interest as a cost 
item, and similar smaller measures have followed the same direc- 
tion. Two derating acts, of 1923 and 1929, have curtailed taxes. 
The former reduced local rates on farms to a level from a quarter 
to a half of the ordinary rate, while the latter abolished local rates 
altogether, with the single exception of the farm dwelling. An- 
other law which tried to reduce a further item in the cost-account 
of the farmer was the Tithe Act of 1925. It relieved the farmer 
for five years of some of the burden of the old land tax levied for 
ecclesiastical purposes. It is hardly necessary to mention the nu- 
merous little services to agriculture like indirect subsidies for 
fertilizer and seed purchases or for eradication of certain plant 
and animal diseases. 

Toward the end of this period of what we may describe as in- 
coherent goodwill activities in aid of farmers the government 
began to study the methods of marketing prevailing in the main 
commodity markets and to develop suggestions for rationalization. 
The National Mark and Grading Act gave a legal basis for the 
standardization and grading of special qualities, and provided 
official inspection and protection for the standards. 

A drastic change set in with 1931 when an active and systematic 
agricultural policy began, the so-called ‘Elliot revolution.” Even 
this new era, however, was essentially different from the German 
procedure. In Germany agriculture frequently dominated the eco- 
nomic policy of the nation. In England the phrase “revolution” 
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has significance only in comparison with the mild and lenient 
course previous to 1931. It has hardly ever been agricultural policy 
that has acted as the rudder of the British ship. All the measures 
designed in the Ministry of Agriculture and Fisheries and passed 
in parliament were only secondary parts within a coordinated 
economic policy. 

The abandoning of free trade was an energetic attempt to rem- 
edy the adverse balance of trade which, in combination with the 
illiquidity of debtor countries, had forced England off the gold 
standard. It is true that the first protectionist legislation, the Hor- 
ticultural Duties Act in 1931, dealt with farm commodities. But 
this was of minor importance because the act covered mainly food 
luxuries. The Import Duties Act of 1932 imposed on all com- 
modities — industrial and agricultural alike—a tariff of ten per 
cent ad valorem. This was the definite farewell to free trade. But 
even then most of the important food products, particularly 
wheat, were excluded. Only after the Ottawa empire agreement 
later in 1932 were duties put on these commodities, assuring the 
empire states of preferential tariffs for their agricultural produce. 
It is a plausible view that the dominating interest of England at 
Ottawa lay in stimulating the demand for her industrial exports 
by offering to the dominions and the rest of the empire a prefer- 
ential right on the market of the mother country. There is no 
autarchy ideology behind the acts, nor even the thought of de- 
liberately promoting the growth of the domestic output, as for 
example in Germany. 

The cornerstone of Mr. Elliot’s farm policy was the Agricul- 
tural Marketing Acts,’ one in 1931 and two in 1933. The concep- 
tion of farm relief through marketing legislation is derived from 
the idea that the individual farmer who sells his products in the 
traditional manner loses a part of his fair share in the consump- 
tion price through a lack of organization in the supply and a lack 
of coordination in the quality, packing and timing of shipments. 
An adjustment of supply and demand by means of “marketing 


*Conacher, H. M., The Agricultural Marketing Acts (Edinburgh 1935). 
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schemes’’ is intended to do away with conditions of surplus, cut 
throat competition, undesirable disorderly competition between 
wholesale lots of standardized imported produce and primitive 
small lots of domestic produce, and internal competition in do- 
mestic produce itself. 

For the marketing of a certain agricultural product a scheme 
may be submitted to the Minister of Agriculture and Fisheries by 
persons who are substantially representative of those who produce 
the product in the area to which the scheme is applicable. These 
persons may represent only a minority of those concerned, since 
the quantity of the products to be marketed has to be considered. 
The term ‘“‘marketing” covers, besides the actual sale, the grading, 
packing, storing, adapting for sale, insuring, advertising and trans- 
porting of the regulated product, and converting it into other 
commodities. The schemes may apply to all of Great Britain or 
to any part thereof. They are administered by a board which is 
elected by the registered producers and stands under the super- 
vision of the minister. A scheme may provide for the determina- 
tion of the quantity of the regulated product that may be sold 
by any registered producer. Moreover the marketing boards have 
statutory power to fix prices “below, at, or above” which a pro- 
ducer may sell the product, although they have no statutory power 
to fix the price at which a wholesale dealer sells to a retailer or a 
retailer to a consumer. 

The act of 1931 grants to producers the power of monopoly 
control over the sale of the whole product. It is up to the farmers 
whether or not they use this power. The acts of 1933 bestow on 
the farmers additional powers to restrict production and to control 
imports by quota, provided that a marketing scheme exists for tle 
particular commodity. 

This legislation is a chapter in the history of English agricul- 
ture which may be titled “experiment in cartelizing agriculture.” 
So far the experiment has had very unequal results. The scheme 
for hops is a real cartel exercising a complete control of produc- 
tion, sale and price. The very important milk scheme, on the 
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other hand, is simply a price cartel which does not interfere with 
production, processing or sales. The potato scheme involves noth- 
ing more than a nominal restriction on new acreage by the im- 
position of a levy which is so low that it does not prevent 
expansion. The market supply is regulated by deciding the pro- 
portion of small potatoes which have to be kept on the farm, a 
method which was usual in the German seed-potato market. On 
the bacon market the scheme has established a formula price sys- 
tem and model contracts, but it does not control the supply. 

For our comparative survey it is significant that the powers given 
the farmer are very wide, and that the board of producers can 
make regulations and force all the producers, including the dis- 
senters, to comply with them. It is worth noting also that all the 
schemes in operation now were established in the rush of the drive 
up to 1933, and that since then no new scheme has been put into 
operation. Attempts to start schemes for beef and eggs have so far 
proved unsuccessful. 

In June 1935 Major A. W. Street, who has been in charge of 
the marketing reorganization efforts of the government since their 
beginning, reviewed the entire system before the conference of 
agricultural organizers held at Cambridge. He stated that there 
has been three years’ experience with organized marketing for 
hops, two years’ for milk, pigs and bacon, and one year for pota- 
toes. Answering some critics of the schemes, he stated: “Agricul- 
ture has, in fact, been singled out from industry — singled out to 
receive the privilege of monopoly powers from the State such as 
have, as yet, been granted to no other industry, except the coal 
mining and herring industries. Farmers have already a complete 
monopoly of the milk supply —the most important single food- 
stuff in the country.” He quoted Sir Robert Greig, the former 
head of the Department of Agriculture for Scotland, as having 
written: “Every political party now agrees that the principle of 
the Marketing Acts in some form or another is part of a permanent 
policy. It is no longer conceivable that marketing will revert to 
the oldtime higgling, and that producers will continue to accept 
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the axiom that anyone can make money out of farming after the 
product leaves the farmer’s hands. The Marketing Acts are the 
equipment for a great experiment in the possibility of farmers 
organizing their industry themselves with due regard to the in- 
terests of the consumers. If the experiment succeeds it may post- 
pone indefinitely such drastic changes in the structure of 
agriculture as those which are taking place in Soviet Russia. If it 
fails, not less but more control will be inevitable.” These views 
are cited not as the average opinion of the British public — which 
they certainly are not — but as a good indication of how those feel 
about the improvements attempted for agriculture who have been 
directly concerned with them. 

In accordance with the tradition of British government, there 
are certain guarantees against an abuse of the unusual power 
granted to the boards, although it is doubtful how much the con- 
sumer could really rely upon those compromise safety valves. 
Parliament has reserved the right to accept or veto any marketing 
scheme before it may be enforced. The general system, however, 
if fully applied to the major agricultural commodities, would 
mean an abandoning of the liberal era of freedom to produce and 
sell. But the procedure in establishing schemes is slow and it is 
up to the majority of farmers to propose them. There is no ques- 
tion of sudden and quick commands from above, as in Germany. 

Until a year ago there was much evidence to support the view 
that in spite of the retarding factors the further development 
would head toward general cartelization. If this has become at least 
doubtful in the meantime it is due to the experience with another 
part of the Elliot legislation, the Wheat Act of 1932. This law 
provides a rather ingenious device to guarantee the price, and a 
number of very helpful modifications. It fixes the “standard price”’ 
for domestic wheat at 10/per cwt. The farmer sells his wheat at 
market price and receives from the purchaser a certificate of the 
quantity sold, the price received and the fact that it was of milla- 
ble quality. At the end of the cereal year a national wheat com- 
mission pools all the certificates and calculates the average price 
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received by the farmer. It then pays equally to every farmer what 
is called the “deficiency payment,” or the difference between the 
average pool price and the standard price. The commission makes 
advance payments on the ceitificates. Since the deficiency pay- 
ments are uniform for all farmers the total return for a cwt. of 
wheat is not the same for all of them. Those who sold below the 
average get less, those who sold above more. But the payment has 
an equalizing effect. The funds for the payments are made availa- 
ble through a processing tax on all flour milled in the United 
Kingdom and on imported flour. The rate of the tax determines 
itself automatically by the amount of deficiency payments. The 
miller pays the tax while the consumer carries the burden of it. 
The effect of this tax on consumption is that of an excise while 
the influence of the deficiency payments upon production is that 
of a high protective tariff or a direct subsidy to stimulate produc- 
tion. To avoid an undesirable growth of production, and a conse- 
quent growth of the burden for the consumer, the law has set 27 
million’ cwt. as the maximum amount of domestic milling-wheat 
which has access to deficiency payments. If the sales exceed this 
limit the commission bases its calculation on the assumption that 
only 27 million cwt. was sold and distributes the deficiency pay- 
ments in equal shares per cwt. among all the certificate owners. 
Thus with increasing output the bonus shrinks and thereby finally 
checks expansion. As was to be expected the law expanded the 
domestic output. The deficiency payment has a certain relative 
advantage for the consumer, since the small proportion of domes- 
tic wheat in the total consumption guarantees the consumer a 
larger benefit from a declining world price, while rising wheat 
prices for imports curtail the processing tax. Other favorable as- 
pects of the act are that it works smoothly and that it can be ad- 
ministered with the greatest ease. 

The law acquires its real importance by offering an opportunity 
to solve the problem of farm protection without the intricate 
cartel machinery of the marketing schemes. Mr. Elliot now con- 
siders the course of his agricultural policy from 1932 to 1934 as 
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years of experiment out of which the new policy crystallized. This 
also explains why there are no longer strong attempts to raise 
farm prices by ‘“‘adjustment”’ of supplies and restriction of volume 
of imports and domestic production. Since standard prices give 
security to the English farmer imports and home production may 
have free rein again. Only the consumer has to pay the not too 
burdensome import levies. It seems unlikely that the English 
farmers will desert the existing schemes, especially those which are 
effective without restricting production and sales, as for example 
the milk scheme. But it is probable that the farmers will try to 
get the subsidies for the other nonorganized commodities in the 
relatively attractive form of deficiency payments. 

In comparison with Germany there is a considerable difference 
in the issue for the consumer. From the moment that the German 
business revival began, the volume of food consumption began 
to shrink, especially that of commodities with flexible demand. 
To certain complaints at the Cambridge convention of British 
agricultural organizers that producers and distributors had aban- 
doned their postwar struggle and united to the detriment of the 
consumer, Major Street was in a position to point out that the 
annual consumption of food in 1934 was larger than in 1924-27, 
but that the gross expenditure for it had fallen by more than 
£15,000,000. That the income of the farmer rose although the 
British consumer paid less for food was possible through a decline 
in prices of imports, through shifts of farm products into higher 
quality grades and through diminution of distributing costs. 

One of the effects of the Ottawa conference has been the grow- 
ing strength on the English food market of member states of the 
empire and a decline in imports from non-British countries, as 
for example, the United States. Denmark has to be considered as 
a part of the empire in this respect. 

That England did not have to face the problem of refinancing 
agriculture or adjusting indebtedness, that farm relief in general 
could avoid more drastic measures, indicates the advantage of 
having first rights on the best food market the world knows. 
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limit the commission bases its calculation on the assumption that 
only 27 million cwt. was sold and distributes the deficiency pay- 
ments in equal shares per cwt. among all the certificate owners. 
Thus with increasing output the bonus shrinks and thereby finally 
checks expansion. As was to be expected the law expanded the 
domestic output. The deficiency payment has a certain relative 
advantage for the consumer, since the small proportion of domes- 
tic wheat in the total consumption guarantees the consumer a 
larger benefit from a declining world price, while rising wheat 
prices for imports curtail the processing tax. Other favorable as- 
pects of the act are that it works smoothly and that it can be ad- 
ministered with the greatest ease. 

The law acquires its real importance by offering an opportunity 
to solve the problem of farm protection without the intricate 
cartel machinery of the marketing schemes. Mr. Elliot now con- 
siders the course of his agricultural policy from 1932 to 1934 as 
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years of experiment out of which the new policy crystallized. This 
also explains why there are no longer strong attempts to raise 
farm prices by ‘“‘adjustment’”’ of supplies and restriction of volume 
of imports and domestic production. Since standard prices give 
security to the English farmer imports and home production may 
have free rein again. Only the consumer has to pay the not too 
burdensome import levies. It seems unlikely that the English 
farmers will desert the existing schemes, especially those which are 
effective without restricting production and sales, as for example 
the milk scheme. But it is probable that the farmers will try to 
get the subsidies for the other nonorganized commodities in the 
relatively attractive form of deficiency payments. 

In comparison with Germany there is a considerable difference 
in the issue for the consumer. From the moment that the German 
business revival began, the volume of food consumption began 
to shrink, especially that of commodities with flexible demand. 
To certain complaints at the Cambridge convention of British 
agricultural organizers that producers and distributors had aban- 
doned their postwar struggle and united to the detriment of the 
consumer, Major Street was in a position to point out that the 
annual consumption of food in 1934 was larger than in 1924-27, 
but that the gross expenditure for it had fallen by more than 
£15,000,000. That the income of the farmer rose although the 
British consumer paid less for food was possible through a decline 
in prices of imports, through shifts of farm products into higher 
quality grades and through diminution of distributing costs. 

One of the effects of the Ottawa conference has been the grow- 
ing strength on the English food market of member states of the 
empire and a decline in imports from non-British countries, as 
for example, the United States. Denmark has to be considered as 
a part of the empire in this respect. 

That England did not have to face the problem of refinancing 
agriculture or adjusting indebtedness, that farm relief in general 
could avoid more drastic measures, indicates the advantage of 
having first rights on the best food market the world knows. 
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III 


The United States Restores the Farmer's Income Through 
Output Reduction 


The United States, like Great Britain and Germany, is a highly 
industrialized country in an advanced stage of capitalism, but it 
is unlike them in the fact that until recent years its agriculture 
remained largely on an export basis. It may be seriously doubted 
whether the maintenance of agricultural exports is in the long 
run compatible with the decisive trend toward industrial self- 
sufficiency, or even with a policy of industrial exports, but we 
shall leave this question in abeyance for the moment. 

In 1930 about 6.3 million farms in the United States gave liveli- 
hood to a farm population of about go million, while in the same 
year about 20 per cent of the gainfully employed were engaged in 
agriculture. From 1930 to 1935, a period of serious industrial un- 
employment, the farm population rose by about 10 per cent 
through migration from cities to farms. For the period 1910-1934 
the farm income in the United States constituted 12 per cent of 
the total national income when corrected for purchasing power.’ 
A survey of the output of American agriculture compared with 
domestic demand reveals a certain similarity with conditions in 
Germany, inasmuch as we find similar shifts, although they are 
more dynamic and fundamental. 

The scarcity of food and feed in Europe during and im- 
mediately after the war stimulated technical progress and resulted 
in a drastic increase in the output of the main exportable food- 
stuffs in the United States. The victorious advance of the internal 
combustion engine began to replace animal draft power. ‘Tractors 
not only increased the efficiency of man power in growing wheat 
and other crops, thereby curtailing costs, but at the same time 
released about 30 million acres of land from feed production and 
made for an equivalent expansion of cash crop production. From 
the end of the World War until 1929 the United States main- 

1 Bartlett, R. W., in Illinois Farm Economics (July 1935). 
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tained much of its expanded productive capacity in agriculture 
because the lavish extension of credit enabled European countries 
which had become debtors to continue importing American cot- 
ton, tobacco, lard, bacon and wheat. One of the most important 
of those debtor-buyer nations was Germany. From 1925 to 1929 
the American trade balance was active by 725 million dollars 
annually. During the same period the United States raised its 
tariffs three times. The Emergency Tariff Act of 1921 and the 
Fordney-McCumber Tariff Act of 1922 raised tariffs generally, 
while in 1930 the Hawley-Smoot Tariff Act brought a rise in 
duties even more drastic than both previous acts combined. Al- 
though the first acts found the endorsement of farm representa- 
tives there was, of course, no gain felt in the prices of those farm 
products of which a part had to be exported. The only natural 
issue of the tariff was to prevent the customer nations from pay- 
ing their bills through industrial exports, and to make for a rising 
flood of protectionism in the countries which were the American - 
farmer’s markets. After the crash of the New York stock market, 
the collapse of the Austrian Credit Anstalt and the German bank 
holidays, when the United States ceased to continue credit ex- 
tension abroad, the frightened European governments hurried to 
protect their currencies and their jeopardized peasantry by regu- 
lation of foreign trade and prohibition of imports. The German 
example has demonstrated what happened under varying pre- 
tenses. Our analysis of German agricultural policies is typical of 
the development of agricultural policies in most of the European 
importing countries. American agricultural exports declined to 
an extremely low level. In 1935 the total value of exported agri- 
cultural commodities was only $459,000,000 as compared with an 
annual average of $1,691,600,000 during the period 1926-1930. 
American agriculture has definitely lost most of its former Euro- 
pean markets for food, fibers and tobacco. 

This situation is not entirely explained by the foreign trade 
policy and changes in foreign investments. Complementary fac- 
tors are to be found in the course of American farm relief. Since 
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the postwar depression of 1921 and the ensuing abandonment of 
thousands of farms, the problem of how to improve the situation 
for agriculture has been continuously before the farmers, the busi- 
ness wo1'd, Congress and the various administrations. After a 
number of abortive legislative attempts between 1921 and 1928 
the Hoover administration passed the Agricultural Marketing 
Act and thereby established the Federal Farm Board in 1929. Its 
aim was to stabilize prices at a satisfactory level by improved 
marketing and cooperative selling agencies, and by filling public 
granaries. Open market purchases were supposed to raise grain 
prices even though they increased the carryover. The main em- 
phasis lay upon wheat, although cotton, livestock and fruits were 
also dealt with. Within a few years the United States retired com- 
pletely from the world wheat market. Other countries like 
Canada, the Argentine, Australia and a number of other com- 
petitors filled the gap and took the former share of the United 
States. 

In general the Federal Farm Board was a failure as an attempt 
to divert from American agriculture the influence of the world 
depression, or even as an attempt to improve the farmers’ lot. For 
an understanding of the final devices of American protection for 
agriculture, however, the Farm Board experiment is most essential. 
From its very beginning it marched toward the idea of controlling 
production. The Agricultural Marketing Act itself provided that 
no loan or insurance agreement should be made by the Farm 
Board if such an agreement were likely to increase unduly the 
production of any agricultural commodity of which a surplus was 
produced in excess of the annual marketing requirements. The 
vagueness of terms like “unduly” or “surplus” or “marketing re- 
quirements” does not matter here. What does matter is the trend 
of thought. The preamble of the act speaks of preventing and 
controlling surpluses through “orderly production and distribu- 
tion.” Late in 1931 the president of the Farm Board wrote that 
economic equality with other industries could be accomplished 
only if agriculture followed the basic principle of other indus- 
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tries, which is to regulate production to the quantity and quality 
that can be marketed at satisfactory prices. At the beginning of 
the campaign for the reduction of wheat acreage the Farm Board 
stated that ‘‘the obvious remedy” was curtailment of production 
with a view to reducing the export surplus, and if possible even- 
tually eliminating it, so that the tariff might become effective on 
American prices. These statements of a Republican government 
agency contain most of the essential principles of the legislation 
that was to be carried out by the succeeding Democratic govern- 
ment. Governor Roosevelt in September 1932 proposed to “make 
the tariff effective.” Here again, as in the course of German agri- 
cultural policy, the fact is evident that changes of governments 
do not interrupt the general trend and evolution of thought in 
economic policy. 

From 1929 on the depression progressively deprived the Ameri- 
can farmer of any chance of a profit, until at the end of 1932 con- 
ditions were so disturbing that an almost revolutionary tension 
prevailed among this most conservative class. While net produc- 
tion from 1929 to 1932 declined by only 5 per cent, the gross in- 
come collapsed to little above 40 per cent—from 10.5 to 4.3 
billion dollars. Tax and interest payments were stalled, and de- 
linquencies spread rapidly. The Roosevelt administration passed 
comprehensive laws for farm relief, combined with other laws 
which aimed primarily at general recovery but created considera- 
ble aid also for agriculture. Probably the most effective farm 
relief came from outside the special agricultural acts, from the 
injection of purchasing power into the economic system through 
public works and similar public spending. President Roosevelt 
decided to devaluate the do!lar in order to enable those who bor- 


rowed money to repay in a currency they could afford, and at 
the same time to enable the American exporter to match the com- 
petition of nations with devaluated currencies. This much de- 
bated means of recovery almost instantly raised the prices of the 
most depressed speculative commodities, before any public spend- 
ing or changes in the supply and demand situation had become 
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effective. Prices of six speculative commodities which were on 
an export basis rose 70 per cent from April to the middle of July 
1933- 

The agricultural legislation itself comprised measures of ad- 
justment and of credit policy. The administration of the Agricul- 
tural Adjustment Act (AAA) tried to adjust agricultural produc- 
tion to the requirements of the domestic market and the 
remaining export outlet, by signing output reduction contracts 
with individual farmers who received in return a bonus on the 
unproduced quota. Revenues for such payments were derived 
from processing taxes imposed upon the converting industries. 
The entire scheme of these contracts operated through voluntary 
organization. Millions of contracts were signed without creating 
a paid cartel bureaucracy. Production of cotton, corn, hogs, wheat, 
tobacco and cattle was curtailed radically. In 1934 an unforeseen 
drought of vast extent cut the crops and especially the population 
of livestock much further than the administration of the AAA in- 
tended. By 1935 the cash income of farmers from the sale of farm 
products and from payments by the AAA rose to 6.8 billion dol- 
lars. In December 1935 the index of farm prices had recovered 
to 110 per cent of the prewar level (from 65 in 1932) ,' while the 
index of prices paid by farmers was estimated at 122 per cent 
of the prewar average. The ratio of prices received to prices paid 
by farmers rose to go, compared with 61 in 1932. The “scissors” 
thus show a marked tendency to close, although the speed of this 
process seems to be declining. The “scissors” calculation omits, 
however, the income drawn from rental and benefit payments, 
which in 1935 totalled around 480 million dollars. In the South 
Atlantic region the cash income from marketing, plus benefit and 
rental payments, increased 81 per cent from 1932 to 1934. There 
is hardly any difference of opinion about the fact of a considerable 
improvement, but among economists diametrically opposed judg- 
ments prevail as to causation. Unfortunately there is no way of 
incontestably separating and analyzing the causes for this com- 


Crops and Markets (December 1935) . 
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plex dynamics. I am inclined toward the interpretation that the 
devaluation of the dollar caused the first and main price recovery 
of the staple commodities, that public spending and industrial 
recovery caused the improvement of commodities with flexible 
demand, and that the crop reduction and the drought did the 
rest, although it is probable that the processing taxes exerted also 
a depressing effect on prices. 

It is quite obvious that the capacity of American agriculture is 
too large for the domestic market. Either the export markets for 
fibers and food have to be regained — which does not seem im- 
possible for fibers but is highly improbable for food commodities 
—or farmers have to migrate into other industries. If neither one 
of these solutions is realized the unavoidable result will be a 
considerable lowering of the standard of living for American 
farmers or an artificial transfer of purchasing power to the farmer. 
The nation has to pay for the protection and nursing of certain 
industries. 

For the trend of thought in agriculture there is remarkable evi- 
dence to be found in a report on the subject of industrial prices 
and their relative inflexibility, made by Mr. Gardiner C. Means, 
economic advisor on finance to the secretary of agriculture. In 
this report! an elaborate attempt is made to prove and explain 
the failure of a laissez faire policy, and illuminating material is 
presented on the rigidity and flexibility of prices for groups of 
commodities during the last depression. From 1929 to the spring 
of 1933 the production of iron and steel dropped 83 per cent, that 
of agricultural implements and motor vehicles 80 per cent. The 
entrepreneurial policy of restricting production kept prices at only 
20 per cent (iron and steel) , 6 per cent (agricultural implements) 
and 16 per cent (motor vehicles) below the previous level. The 
output of agricultural commodities, on the other hand, dropped 
only 6 per cent while prices declined 63 per cent. These data, 
taken from a number of detailed graphs and tables in the report, 


*Means, Gardiner C., Industrial Prices and their Relative Inflexibility, U. S 74th 
Cong. ist Sess., Doc. 13. 
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simply prove with figures how the balance of the whole system 
can be overthrown by the inequality between groups of producers 
and industries with monopolies and powerful combines, and mil- 
lions of unorganized freely competing individuals. American 
farmers are more conscious and better informed about this dis- 
parity than their colleagues abroad. They have chosen the same 
weapon as big industries in their desperate struggle within a price 
economy that is half rigid, half elastic. This weapon of curbing 
production will prove, however, to be of minor value in the hands 
of farmers, because although industrialists can reduce their out- 
put by dismissing laborers this is no solution for the family farm- 
ers who represent their own labor supply. Their other defense lies 
in a radical restriction of any purchases of new implements, de- 
laying repairs, using horses and mules instead of tractors, and so 
forth. This method accelerates the pace of the industrial depres- 
sion and works like an organized policy. 

Another important part of farm relief is the refinancing of 
agriculture. With the fortunate coordination under the Farm 
Credit Administration (FcA) of all the agencies of agricultural 
mortgage credit, intermediate credit and short term credit, the 
Roosevelt administration has undertaken since 1933 to effect the 
necessary refinancing of mortgage credit. From May 1, 1933, 
through December 31, 1935, the Federal Land Banks and Land 
Bank Commissioner closed loans amounting to $1,937,569,000,' 
thereby scaling down prior indebtedness by approximately 10 
per cent of the amount of the new loan. Two thousand seven 
hundred and sixty-seven voluntary state and county debt and ad- 
justment committees have handled more than 65,000 cases and 
are still handling a considerable number. Although no precise 
data are available there are indications that these committees 
have succeeded in scaling down about go per cent of the indebted- 
ness. Foreclosures, debt adjustment and some repayments together 
reduced the total outstanding farm mortgage debt from approxi- 
mately $9,241,390,000 on January 1, 1930, to $7,770,000,000 on 


‘Data from Farm Credit Administration. 
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January 1, 1935. Since the grand total of all loans and discounts 
(including every kind of loan to cooperatives as well as every 
form of short term credits) for the last day of 1935 was greater 
by $1,826,797,269 than for the last day of 1932, it is obvious that 
the government thawed that amount of frozen credits and thereby 
succeeded in stabilizing the agricultural credit system and directly 
aiding recovery in general. From May 1, 1933, to December 31, 
1935, 91.1 per cent of all the proceeds of Federal Land Bank and 
Land Bank Commissioner loans went into refinancing; 11.9 per 
cent was advanced to life insurance companies and 24.3 per cent 
to commercial banks. The FcA now owns approximately half of 
all the agricultural mortgages. In public discussion of the agri- 
cultural program of the present administration the tremendous 
quieting effect of the government debt adjustment and refinanc- 
ing seems to be unduly overlooked. Besides creating liquidity for 
the country at large this action has stabilized land prices and cur- 
tailed the interest burden for farmers. Cuts in real estate taxes, 
which by 1934 had declined by 36 per cent in comparison with 
1929, have helped materially in making it possible for the farmers 
to meet the interest on the new loans. 

Among a number of minor items of farm relief mention should 
be made of the extension of production credit to the amount of 
approximately $400,000,000 and of credit for cooperatives to 
nearly $100,000,000. Another mainly social type of financial aid 
is the granting of rehabilitation credits ranging from $3 to $500 
for one to five years. More than 500,000 rural resettlement farm 
clients are listed on the rehabilitation rolls. 

One of the most promising attempts toward a solution of the 
farm problem in the United States is the policy of purchasing 
submarginal land for national parks and reforestation. Making 
waste land resources inaccessible to private owners is the most 
feasible limitation of undesirable migration and future outbursts 
of agricultural speculation. 

As to American agricultural policy in general it seems justifia- 
ble to conclude that not much more than emergency measures 
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have been applied, although with a remarkable and admirable 
success, in order to restore temporarily the purchasing power of 
the farmer, and that little or nothing has been done in the direc- 
tion of a genuine reconstruction of agricultural conditions. This 
may be said especially with reference to the share cropper and 
tenancy situation. On January 1, 1935, of the 6,812,350 farms 42.1 
per cent were operated by tenants, that is, by farmers who rent 
all the land they operate. These figures indicate that the former 
steady trend toward increasing tenancy has been interrupted dur- 
ing the period of depression from 1930-1935, since in 1930 the 
proportion of farms operated by tenants was reported 42.4 per 
cent. From 1920 to 1930 the number of farms under tenancy in- 
creased by 8.5 per cent, while the number of farms operated by 
full owners decreased by 13.5 per cent.! The high proportion of 
tenant farms is indicative of the relative profitability of using this 
form of cheap farm labor. It illustrates moreover that the “agri- 
cultural ladder,” as tenancy has frequently been called in the 
United States, has lost most of its promotional function. The 
United States is still far from any such progressive legislation as is 
represented by English tenant acts. The poverty and backward- 
ness of millions of poor whites and Negro farmers in the South, 
beyond comparison with conditions in any European state, is 
taken as something natural and permanent in American agricul- 
tural policies, but it is a promising point to begin a great reform. 


IV 


Common and Diverging Trends in Germany, Great Britain 
and the United States 


These all too sketchy outlines of recent trends in agricultural 
policy in three leading countries show primarily a common will 
to restore purchasing power to the farmer, All three nations desire 


1 During the same decade the development was still more decidedly toward tenancy 
if we consider the acreage. The acreage under tenancy increased by 15.6 per cent 
and that under part ownership by 40 per cent, while the acreage under full owner- 
ship decreased by 19.3 per cent. 
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to guarantee equality and a fair share in the national income to 
agriculture. But the means to achieve this vary widely, although 
corrections on the supply side are common to all the tactics. As 
soon as we go beyond the aim of redistributing purchasing power 
in accordance with an equilibrium that is assumed to have existed 
in prewar or postwar times, we face very concrete differences in 
the ideology behind agrarian policy. Germany has the maximal 
program, which includes complete food autarchy, the social pre- 
dominance of the rural population and a pseudo-socialistic pro- 
fessional set-up of private entrepreneurs. England, on the other 
hand, desires to maintain its farm population and create fair 
conditions, but without touching the privilege of the urban popu- 
lation to enjoy cheap food from imported resources. The main aim 
is the protection of the farmer against the landlord, and the car- 
telization of the farm industry for marketing. The United States 
has not made any clear decision whether agriculture shall con- 
tinue to produce for foreign markets or continue the retreat from 
exporting at a loss. Nor has it decided whether the present farm 
population shall be maintained or whether it would be more 
desirable to have a certain proportion of the farm population 
shifted into industries and other urban employments. 
‘America must choose,” wrote Secretary Wallace in 1934, but 
in 1936 it has not yet chosen. “America must act,” urges Assist- 
ant Secretary of State Sayre in 1936, but there is only a slight 
chance that it will or, if it does, that it will succeed within a world 


, 


of marooned currencies. 

The development of agricultural policies in the three countries 
is not least interesting as a symptom for the functioning and at- 
titudes of the respective types of civil service. There is hardly a 
better example of administration than the cautious and com- 
petent procedure of the model civil service of Great Britain in 
approaching the problem of reorganizing agriculture. Without 
any haste or unnecessary pressure, without taking refuge in ama- 
teur methods of dictatorial decrees, but with common sense and 
consequently with the nationwide voluntary cooperation of all 
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groups involved, a small staff slowly builds up a structure which 
will stand the test of practice for many years. In Germany, where 
through changing regimes a vast state bureaucracy identifies it- 
self with the state and with the interest of the public, the danger 
of organizing through blueprint regimentation has always been 
imminent. But the dictatorial regime, the leader principle and 
military discipline of an obedient mass of subjects have surpassed 
even the extremest dreams of bureaucrats. It is not surprising that 
in agricultural policy, where the mixture of opposing interests 
has always been a source of worry for the official hierarchy, the 
new philosophy of the uniform nation and the supreme responsi- 
bility of the rulers has taken shape in a rapid fire of laws and 
decrees which try to perform within a fortnight what ordinarily 
would take a year. The removal of very wholesome inhibitions 
formerly felt by state officials and the disappearance of regard for 
citizens’ rights may make the machine more efficient. But it seems 
certain that the frictions are merely transferred from the former 
stage of preparation of actions into the operation and effects of 
the laws, not to mention the repercussions upon the entire social 
and economic life of the nation. In the United States the strong 
tradition of political democracy recently has put many obstacles 
in the path of developing an efficient permanent civil service. 
Undoubtedly the best example in the United States of an efficient 
and honest civil service is to be found in the set-up of the Federal 
Agricultural Administration. It is amazing how much progress has 
been made since the war and to what extent the coordination of 
scholars, research staffs, fieldworkers and the farmers themselves 
has been accomplished. In comparison with Great Britain or with 
the neighboring competitor Canada it is probably one of the 
weaknesses of this administration that sometimes overorganiza- 
tion and too mechanical and systematical an approach make the 
whole apparatus costly and heavy. But with due consideration of 
what had to be done and of what has been accomplished in agri- 
cultural policy it seems only fair to say that hardly any other 
branch of the American civil service can compete with the agri- 
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cultural administration taken as a whole. That the urgent neces- 
sities of the agricultural situation have to be met by measures 
which do not violate the Supreme Court’s interpretation of the 
Constitution adds to the great difficulties of the administration. 

The recent development of agrarian protectionism, combined 
with the immense progress in the technique of agricultural pro- 
duction, is the most serious obstacle to a general revival of inter- 
national trade. In 1929 approximately 25 per cent of the world’s 
foreign trade consisted of foodstuffs and beverages. If the advance 
toward food self-sufficiency accomplished by countries like Ger- 
many should become general on the European continent, within 
one or two decades foreign trade would consist of no more than 
the exchange of industrial raw materials, finished goods and serv- 
ices. This will probably not happen to any large extent, however, 
because of many difficulties that stand in the way. 

It still remains to answer the question raised in the beginning 
of this survey as to whether agriculture can escape the fate of 
living at the consumer-taxpayer’s mercy. If we base our judgment 
on present conditions in the three countries just discussed it may 
be said in favor of British farmers that their daily bread con- 
tains by far the smallest seasoning of subsidies. The American 
farmer comes next, yet with quite a considerable proportion of 
his income derived from bonus payments and artificially raised 
prices. German agriculture, however, survives in a veritable green- 
house. It has far the most artificial price structure, with scores of 
subsidies, open and hidden, and several moratoria. 

In the utopian contingency that tomorrow the currencies will 
be stabilized and the main industrial and agricultural tariffs erased, 
farmers in Great Britain would probably have a hard time of 
adjustment but they would have a fair chance of pulling through. 
American farmers would have to tackle a more difficult and ex- 


tensive adjustment in their cost accounts but they would proba- 
bly make remarkable headway by reconquering many of their 
foreign markets. But German farmers would certainly enter the 
most deplorable state of wholesale bankruptcy. Only the produc- 
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tion of animals, animal products and perishables would be able 
to stand competition if a rather long period of adjustment had 
to be met. Consideration of such a utopian contingency does not 
do justice to the farmers of the three countries; it merely indi- 
cates how far agriculture exists in a condition of emancipation 
from competitive conditions. But agriculture must live as an in- 
tegrated part within the national economic systems and must al- 
ways strive for equality with industry and other groups. Of the 
three countries we have considered it is the country which depends 
most on its chances to export manufactured goods that has chosen 
to pay the highest prices for the domestically produced food sup- 
ply, even though the exceedingly high costs of food make it almost 
impossible to make economic ends meet. 

In these three countries we have seen large scale experiments 
in restraining free competition among farmers, in modifying the 
rigidity of the supply and the elasticity of prices. One may regret 
or welcome this trend. Farmers and their governments have finally 
proved that it is possible to organize farmers in cartels. They have 
organized to achieve privileges that were formerly enjoyed exclu- 
sively by big industries. One of the probable consequences will 
be that in future depressions there will be a tendency to maintain 
prices not only by sharp reductions of the industrial output but 
also, although not to so radical an extent, by restrictions of agri- 
cultural production. There will consequently be more distress 
among the consumers because the industrial and the agricultural 
sectors will probably try to keep equal pace in the application 
of those doubtful achievements we have just surveyed. There re- 
mains only the hope that this attempt would very early wear itself 
out and result in a decision to abandon such restrictions. 

This experimental development of organized integration of 
agriculture has so far been accomplished only in limited parts of 
the world. France still upholds the liberal principle of freedom 
for the individual farmer. Attempts of the government to organize 
and to subsidize new cooperative marketing associations for fruits 
and vegetables have met complete failure, merely because the 
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petty merchant in farm commodities is so efficient and lives on 
so small a margin that the cooperative agencies cannot compete. 
The individualism of the French family-farm bourgeoisie also de- 
feats any integrating programs. France has protective tariffs for 
agriculture, prohibition of the expansion of certain types of vine- 
yards and a number of smaller farm relief measures, but they do 
not interfere with the farmer’s complete sovereignty in his fields 
and on the markets. Between this liberal extreme in France and 
the dictatorial cartelization in France’s eastern neighbor a whole 
range of intermediate stages is to be found. Nevertheless in 
Great Britain and large parts of the British empire, in the United 
States, in Japan, in a number of European countries including 
Italy, Germany and Russia, the governments have definitely em- 
barked on policies of organizing agriculture in forms that have 
hitherto been known only in industry and commerce. 

That farmers in the three industrial countries have departed, at 
least temporarily, from the laissez faire economy on domestic mar- 
kets with which they had been identified almost since economists 
began to write, is probably the most remarkable of all the changes 
that have happened in agriculture since the World War. Certainly 
in various periods of economic history the farmers of these coun- 
tries have supported high tariff policies; time and again they 
have asked for certain state interventions. But their liberty to 
produce and sell in free competition was never involved. It is a 
definitely new development for farmers to be compelled to join 
cartels of their own and adapt themselves to marketing combines. 

Nobody can reasonably prophesy which way agricultural policy 
will turn in the near future, whether toward more regulation, 
restriction of freedom and planned economy, or back to a mod- 
erate protectionism. The latest English developments and the 
cancellation of the aaa by the Supreme Court decision on process- 
ing taxes suggest that there is nothing resembling a natural law 
which would force the economic development into this trend or 
another. Ultimately the state decides the issues under the influ- 
ence of its general industrial and trade policy. 





CIVIL SERVICE 
BY ARNOLD BRECHT 


I 


Political Problems 


Ons hundred years ago European travelers in America were 
baffled by the fact that they did not find anything resembling 
executive government in the European sense.’ Fifty years ago, 
when Woodrow Wilson wrote his Congressional Government, 
there was so much federal executive service that he began to at- 
tack the separation of powers. He was worried by the idea that 
the growing administration was not constitutionally controlled 
by Congress. The result of the constitution, he complained, was 
“to give us, not government by discussion, which is the only tol- 
erable sort of government for a people which tries to do its own 
governing, but only legislation by discussion, which is no more 
than a small part of government by discussion. What is quite as 
indispensable as the debate of problems of legislation is the de- 
bate of all matters of administration. It is even more important 
to know how the house is being built than to know how the plans 
of the architect were conceived and how his specifications were 
calculated. . . . Unless Congress have and use every means of ac- 
quainting itself with the acts and disposition of the administrative 
agents of the government, the country must be helpless to learn 
how it is being served. . . . The only really self-governing peo- 
ple is that people which discusses and interrogates its administra- 
tion.”” He believed that such control would lead not to a greater 
patronage but to a nonpartisan civil service, because the full and 
joint responsibility of the legislative and executive branches would 
induce both to favor an improvement of the civil service and to 


1 Tocqueville, Alexis de, De la Démocratie en Amérique (1835), vol. 1, pp- 114 
116, 282 (1836 ed.). 
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refrain from all objectionable practices. In some pages worth re- 
eated reading he pointed out that this had been the conse- 

P 8 P 

quence of the adoption of responsible cabinet government in 

Great Britain in the Victorian age. 

In the present day newcomers to this country are no longer 
mystified by the absence of executive agencies. They find a great 
many of them all over the country. With the number of em- 
ployees steadily increasing the influence of the administration has 
grown relentlessly, implying a growing power of the chief execu- 
tive as well as of the heads of departments and even of lesser 
lights.? 

Antagonistic problems have arisen from this situation. One is 
the improvement of the civil service, advocated from many sides 
in order not only to strengthen the efficiency of the service but 
also to keep it small. This implies the demand that the remainders 
of the spoils system should be eradicated and the merit principle 
applied in full. The passionate demand for such reform, how- 

PP P 

ever, is sure to encounter a number of objections, which will turn 
on three ideas: first, that great political parties cannot be run 
without opening a prospect of recompense in jobs to party regu- 
lars and aides; second, that they cannot be operated without draw- 
ing money directly from jobholders or indirectly through their 
mediation; and third, that a civil service independent of parties 
is likely to settle down as a forceful third power soon to be the 
master of the land. 

I frankly acknowledge that these objections require a satisfying 
* Wilson, Woodrow, Congressional Government (Boston 1885), pp. 285-289. The 
passages quoted above are pp. 302, 303 (1913 ed.). 

*The personnel of the federal executive service, with some negligible exceptions, 
amounted to 717,712 on June g0, 1935. Of these, 614,259 were outside the District 
of Columbia, that is, not in the capital but scattered over the country. See U. S. 
Civil Service Commission, 51st Annual Report and Monthly Summary (June 1935) ; 
Roger V. Shumate in American Political Science Review, vol. 29 (Oct. 1935) p. 842. 
*In 1932 the classified civil service, based on the merit principle, comprised 467,161 
out of a total of 578,231 federal employees (80.79 per cent); in 1934 only 461,487 
out of 661,094 (69.82 per cent). The figures for 1935 are not yet available. bid. 


It is only fair to mention that the merit principle is voluntarily applied also for 
many of the exempted positions. 
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answer. They must be met not by mere indignation but by con- 
clusive refutation or constructive proposals. Such proposals may 
vary all the way from recommending overt and direct pay of the 
party machine out of the federal treasury,’ through advising the 
replacement of such rewards in jobs by rewards in some other 
kind of recompense, such as public honors,? to postulating the 
radical elimination of patronage without compensation, confining 
the parties to really voluntary contributions. Without some 
definite solution the present ill-defined compromise will con- 
tinue, leaving some positions to party patronage and reserving 
others to an impartial and independent civil service. But there 
cannot be any doubt that this compromise places a heavy handi- 
cap on the development of high standards. In particular, the se- 
lection of outsiders for high positions limits the career outlook 
of the classified service and crushes its attractiveness for the “bril- 
liant young man.’ 

At present I shall not enter more thoroughly into the debate 
on this basic political problem but shall restrict myself to the 
secondary question of how the civil service might be improved if 
it ought to be. As a working hypothesis I assume that a growing 
number of positions will be reserved for the nonpartisan service, 
and further, that a good civil service would not necessarily be the 
master of the state and could effectively be prevented from be- 
coming such. There are many reasons to believe that tradition 
would preclude any peril in this respect in America, much as it 
did in Great Britain. As John Stuart Mill confidently put it, “No 


2As Karl Llewellyn suggested in the New York Times Magazine of October 27, 
1935- 

? Cautiously suggested by Carl Joachim Friedrich, Responsible Government Service 
under the American Constitution, Commission of Inquiry on Public Service Per- 
sonnel, Monographs 7 to 11 (New York 1935), p. 14. 

*On the grave facts testifying to this old complaint see the recent book by Lucius 
Wilmerding, Government by Merit, an Analysis of the Problem of Government 
Personnel, Commission of Inquiry on Public Service Personnel, Monograph 12 
(New York 1935), pp. 220, 221, 234, also 178. Friedrich, op. cit., speaks somewhat 
tolerantly of a “necessary vice,” but is also in favor of restricting it. For the largest 
extension of civil service rules see, among many others, Charles A. Beard and 
William Beard, The American Leviathan (New York 1930), pp. 271, 317, 323, 325. 
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bureaucracy can hope to make such a people as this [the American 
people] do or undergo anything that they do not like.”? Recent 
writers, far distant from Woodrow Wilson’s early book, sometimes 
express the view that separation of powers is particularly favora- 
ble to the development of a responsible civil service.? I shall as- 
sume at least that it is not detrimental or that its imperfections 
can be checked. Ardent politicians may doubt whether discussions 
based on so many hypotheses are of any value. I think they are. 
They will add more concreteness to the discussion. They will 
surprisingly lead to some results quite independent of the politi- 
cal problem. 


II 


Examination, Promotion and Patronage 


Great Britain, the United States and France have developed the 
open competitive examination as the ideal implement of the 
merit principle. In the American literature the terms merit 
principle and competitive examination are used almost as 
synonyms.’ In Prussia, however, although it was the first modern 
power to develop the merit principle, the method of open com- 
petitive examination has never been known either as a fact or as 
an ideal. Instead two pass examinations of a high standard, sep- 
arated by a probationary and training period of several years, 
have served as the basis for admission to the higher categories.‘ 
These divergent trends in method deserve closer consideration. 


*Mill, John Stuart, On Liberty (Everyman’s edition) p. 167, pertinently quoted 
by Wilmerding, op. cit., p. 232. 

* Cf. Friedrich, C. J., op. cit., p. 22. He elaborates the thesis that the separation 
of powers, the bill of rights and federalism are “useful concomitants” of a fully 
developed responsible government service in the United States, and that further 
the civil service would exhibit a valuable functional or objective responsibility of 
its own, at the same time remaining politically subject to the superintendence of 
the chief executive. 

*See, for instance, the contributions of Leonard D. White and W. R.. Sharp, in 
Civil Service Abroad, Great Britain, Canada, France, Germany, Commission of 
Inquiry on Public Service Personnel, Monographs 2 to 5 (New York 1935) . Further, 
Wilmerding, op. cit., p. 122. 

*See F. Morstein Marx in Civil Service Abroad, op. cit. 
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The system of open competitive examinations seeks out recruits 
for more or less specified vacancies in more or less specified 
agencies. It rests on the hypothesis that it is possible to establish 
an exact order of rank among competitors on the basis of an 
examination, so that the administration may duly be forced to 
accept the best rated candidate. In contrast, the German or rather 
Prussian method (for some southern German states had a kind 
of competitive examination) does not believe in a detailed order 
of rank disclosed by examination, but after a difficult pass exami- 
nation admits a great number of applicants to coordinated pro- 
bationary positions and later after a second pass examination 
gradually absorbs them into the more specialized posts.! 

What are the advantages and the drawbacks of the two princi- 
ples? They cannot be really understood without going more into 
the details of the problem. 

At first sight the competitive examination seems to be the better 
device for the preclusion of party patronage. But this superiority 
is only apparent. For one thing there are many gaps in the com- 
petitive system in every country using it. In the United States 
there are not only huge numbers of positions excepted by statute 
or executive order, but many factors other than merit are given 
preferential consideration.? And for the rest the administration is 
offered the choice among three candidates so as to leave the door 
open for picking up the right party color. In Britain, too, the 
competitive examinations are not the all pervading guardians of 
nonpartisanship that they are generally supposed to be. Of about 
40,000 persons recruited to the permanent civil service in the 


1In speaking of Prussia and Germany I do not refer (unless otherwise indicated) 
to a particular period but to the general trend as developed for centuries and pre- 
vailing, at least as the basic system, despite all differences, through the three 
regimes in this century. The National Socialist legislation excludes some types of 
the population from the civil service, but for the rest continues the old system of 
recruitment with some qualifications; cf. F. Morstein Marx, op. cit., p. 260. 

?For instance residence and quality as a war veteran. The significance of these 
questions is lucidly exposed by Wilmerding. op. cit., p. 135 seq. See also on the 
involuntary “waiving” of positions Leonard D. White, Introduction to the Study 
of Public Administration (New York 1926), p. 303. 
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three years from 1930 through 1932, less than 10,000 were selected 
by objective competition.’ In the higher brackets the percentage 
is more favorable. But there a pre-selection is made by the ad- 
ministration in many cases, for instance for all positions of the 
Foreign Office. In the highest grade, that is, in the administrative 
class, the number of recruits is very, very small, between twenty 
and forty a year; about half of these the administration selects 
by promotion from other ranks, so that only a still smaller num- 
ber is to be furnished by competitive examination.? Therefore if 
the British executive branch desired to favor partisanship the com- 
petitive examination would not effectively stand in its way. 

Considering the British examinations more closely we become 
aware of the further fact that the personal impression given by 
the candidate is part of the tests. This accounts to a large extent 
for the result that a definite type of officials continues to be of- 
fered by the commission, the Oxford and Cambridge type. Former 
statements by Finer and others* are corroborated by the recent 
statement of Walker* that of the thirteen entrants from open 
competition in 1934, eleven were students in Oxford and Cam- 
bridge. Still another gap in the functioning of the system is the 
possibility, sometimes used in France, of so narrowly describing 
the qualities of the employee wanted that the person to be patron- 
ized is clearly the best suited. The examination, taken after short 
notice, must then result in his receiving the highest rating. 

In view of all these flaws it cannot be maintained that the com- 
petitive examination is a better barrier to patronage than is a 
severe pass examination. If all candidates that pass have to be 
absorbed in coordinate entrance positions the impartiality of the 
first recruitment is very well and even better guaranteed by this 


*See the figures given by Harvey Walker, Training Public Employees in Great 
Britain, Commission of Inquiry on Public Service Personnel, Monograph 6 (New 
York 1935), p. 3. 

*Ibid., p. 8. 

*Finer, H., The British Civil Service (London 1927), p. 43; White in Civil Service 
Abroad, op. cit., p. 18. 

‘Walker, op. cit., p. 9. 
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method. Predilections and aversions of examiners are obviously 
much more dangerous if only one person is to be offered than 
they are when there is a broad entering class of recruits. 

But there is another, more important gap in the effects of the 
competitive examination as an anti-patronage measure. All exami- 
nations, competitive or pass, are capable of seriously affecting 
only the first selection of recruits. Patronage exerted in the process 
of promotion is not coped with to any considerable degree by 
either method. None of the four countries has developed an ef- 
ficacious device for transferring the issue of promotion from the 
hands of the administration into the hands of an impartial out- 
side board. All of them have been forced to leave more or less 
to the departments the choice as to which persons among the 
rank and file shall be taken for higher positions. In Great Britain 
the Treasury, guardian of impartiality, does not even draw its 
recruits directly from competitive examination, but picks them 
out at pleasure from the young employees trained in the other 
departments. The other departments have at least the decisive 
word about whom they wish to take into higher positions by 
promotion.’ In the United States too, despite elaborate paper 
regulations to the contrary, most promotions in practice are made 
at the direction of departmental officers.? An objective device for 
further sifting has been developed in Germany by the required 
second examination, but there too all promotions into the higher 
reaches are determined by the superiors. There is no country that 
offers an effective alternative. 


1Ibid., p. 12; White, Introduction to the Study of Public Administration, op. cit., 
P- 34- 

*See Wilmerding (op. cit., pp. 163 seq., 169), who is perfectly correct in justifying 
this method as inevitable. As for the post office, he admits that promotions in that 
department are actually made by examination. But this is the exception. Further 
documents are contained in the excellent study by George A. Graham, Personnel 
Practices in Business and Government Organizations, Commission of Inquiry on 
Public Service Personnel, Monographs 7 to 11 (New York 1935), p. 365; and in 
White, Introduction to the Study of Public Administration, op. cit., pp. 298, 3°3- 
On the regulations see H. Finer, Theory and Practice of Modern Government, 
2 vols. (London 1932), vol. 2, p. 1367. 
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Wilmerding holds that “if favoritism and its allied vices are 
eliminated at the time of recruitment they are not to be feared 
in the subsequent management of personnel.’? But there is no 
realistic justification for this assumption. On the contrary, the 
experience of France shows clearly that party patronage may per- 
sist in the sphere of promotions in spite of the fact that the first 
selection is rather fairly secured on a nonpartisan basis. For in 
France the influence of deputies on promotions has always been 
very strong and is only gradually diminishing.? Another example 
is to be found in postwar Germany. German democracy wavered 
indecisively between two systems: either to maintain the old idea 
that the officials should keep away not only from party activity 
but from parties altogether, upholding their high standard as an 
impartial implement, loyal no longer to the king but to the legal 
superior; or to make the officials an integral part of the party 
system. The first view prevailed in the national (federal) ad- 
ministration. It was maintained by the old staff also in the several 
states. But to some extent, especially in Prussia, the political al- 
ternative was pushed by the parties wherever vacancies were to 
be filled by promotions, in order to balance the slack in the place- 
ment of Catholics, Liberals and Social Democrats during the 
monarchical period. The parties respected the requirements of 
standard examinations but the broad choice allowed in promo- 
tions they used for a tangible patronage. By this procedure they 
shook the inward stability of the civil service idea without a full 
swing to new ideas. Whatever might have been the right way, 
this ill-defined mixture of two contradictory systems could do no 
good. It shows that impartial entrance examinations, even of a 
high standard and in an advanced age, do not solve the problem 
of party patronage. 

There is no external device to solve it. Only the goodwill and 
tradition of administration and parties can exclude party patron- 
age in promotions. The departmental chief cannot be excluded 


*Wilmerding, op. cit., pp. 166, 225. 
* Cf. Sharp, Civil Service Abroad, op. cit., pp. 102, 103, 136. 
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from the decision as to who is best able to take the higher positions 
under his direction. Wherever the departments pursue party in- 
terests or are accessible to party influence the whole structure and 
recruitment of the civil service will be immediately affected and 
stigmatized by this fact. Any patronage in promotions will reflect 
on the quality of the recruits. To be sure, certain devices will offer 
some help in attaining objectivity in promotions, if this objec- 
tivity is really desired by all those concerned: for example, giving 
the last decision to a permanent official advised by promotions 
boards and selection boards, as is the case in Great Britain; or 
periodical rating, as in the United States; or allowing an appeal 
to a court of review if a civil servant believes he has a better title 
to promotion, as in Australia;? or excluding all political activities 
of employees; or even excluding all public employees from party 
affiliation and voting.” But these external means are useful only in 
case the goodwill of government and parties is beyond question. 
A nonpartisan administration can be secured in all stages only 
by a determined public, congressional and party opinion, and by a 
forceful reaction of all three in any case of contravention. Me- 
chanical devices simply cannot do it. 


III 
The Wisest Form of Examination 


For the many reasons enumerated, the entrance examination, im- 
portant as it is to secure competent recruits, has only a restricted 
value in the exclusion of patronage. In particular, this exclusion 
does not essentially depend on whether competitive or pass ex- 
aminations supply the personnel. Pass examinations may even be 
more efficacious in securing impartiality. Undivided attention, 
therefore, should be applied to the investigation of which method 
is more likely to secure the highest degree of competence in a fair 
way. Here the basic material for comparison is still conspicuously 


*Finer, op. cit., vol. 2, p. 1352. This device is very objectionable. 
*Commented upon by Wilmerding, op. cit., p. 238. 








Pte So 





ns 


id 
id 
ct 
er 
~C- 
ag 
ns 
or 
al 
tle 














CIVIL SERVICE 211 


lacking. The wisdom of all guides stops short of the details. ‘There 
is no thorough comparative “examination of examinations” as 
far as I know. There are a great many interesting remarks, sug- 
gestions and general ideas,’ and there is also some general informa- 
tive literature on tests in individual countries.” The latter gives a 
striking but confusing impression of the differences but does not 
admit of a competent comparative judgment. This can be reached 
only if we hold in our hands the full examinations in elaborate 
reports as they were administered in some normal cases in the 
four countries. We should have for each country, and for at least 
three examinations in the higher grades: first, the complete syllabi 
of the examinations, including all essays and papers required, 
questions put and other tests applied; second, the complete per- 
formances of some candidates rated as being average; and third, 
the complete performances of some candidates rated as being 
above average. 

As a result of publications such as Civil Service Abroad and 
Finer’s books we are now so well equipped with a general review 
of the various systems that our interest should shift to these. 
details. It is indispensable that the tests and performances be 
rendered in full, although this might absorb one or more sizeable 
volumes. To bring out such a book would be a worthy and grati- 
fying plan for the Commission of Inquiry on Public Service Per- 
sonnel. The official authorities in the four countries would surely 
and gladly cooperate. The product would be welcomed in the 
countries dealt with and also in others. Whoever has tried to gain 
a thoroughly founded judgment on the value of examinations 
knows how much such a comparative research is needed. 

Deferring final judgment to the time when that material is 
presented, I may say that up to now I cannot join in the praise 
of the open competitive examination with respect to the higher 
*See particularly Wilmerding’s remarkable chapter on selection tests, op. cit., pp. 
103-152. 
ame from the books already mentioned see W. F. Bruck, Das Ausbildungs- 


problem des britischen Beamten in Verwaltung und Wirtschaft (Jena 1928); and 
my review with further comment in Schmollers Jahrbuch, vol. 53 (1929) p. 128 seq. 
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grades. The attempt at an exact rating of the rank of all per- 
formances seems to me fundamentally fallacious. It is a venture 
necessarily fraught with so many shortcomings and misinterpreta- 
tions that it should be abandoned.’ Short-answer tests and the so- 
called objective tests reveal only a knowledge of positive material 
learned by rote or a specific talent or its failure, and show little 
of the candidate’s abilities for the higher functions and for inde- 
pendent thinking, not to speak of character and administrative 
talent.? I consider most desirable those tests that are based on 
clarity of expression and report, together with a good standard 
of general knowledge and insight in some important field seri- 
ously studied by the candidate. The more specialized knowledge 
of a specific job is easily acquired in practice, but not general 
knowledge and the capacity for independent thinking. Such ex- 
aminations, however, do not allow an exact rating of the rank of 
the performances. Some very general marks are possible, such as 
excellent, above average, and average, but no detailed order of 
rank, and even the general marks can be considered only tentative, 
subject to correction after practical experience. I am less disin- 
clined than is Professor Sharp* to tests of a good cultural stand- 
ard, even with mere copyists, for the simple reason that a good 
universal cultural standard is highly desirable. Incidentally, | 
have often found in practice that typists and copyists of a higher 
education are of exceedingly higher value than merely mechani- 
cal workers in the same field. However this may be with auxiliary 
positions of this kind, it seems to me that for the higher grades, 
which alone I am discussing here, a severe pass examination ad- 
justed to the results of successful university studies, with subse- 
quent training in a probationary service of some length, is the 


*In Great Britain there was great variation in the marks awarded at interview 
tests to candidates who competed more than once, as was revealed by the Report 
of the British Royal Commission on the Civil Service; see Wilmerding, op. cit., 
p. 110. 

*For similar objections see Wilmerding, op. cit., p. 103; White, Introduction to 
the Study of Public Administration, op. cit., pp. 264, 312. 

* Civil Service Abroad, op. cit., p. 116. 
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superior method. But I would accept the British system of leaving 
to the student a broad choice in the fields of examination. The 
nearly choiceless German method produces a very evenly edu- 
cated staff, but does not make sufficient allowance for the varie- 
ties of talents among the candidates and necessitates unduly ex- 
tending the field of examination for all of them. 

Wilmerding briefly rejects pass examinations on two assump- 
tions, first that the examinations might be too mild, and second 
that the successful candidates would always largely outnumber 
the vacancies.! But the German experience shows that any neces- 
sary severity can be applied. And as to the second objection, there 
is always need for a reserve from which to choose for future 
vacancies. If the reserve grows too large future applicants may 
be warned and the examinations made more severe. It may be 
worth observing expressly, however, that a competitive examina- 
tion which is to supply a great number of candidates for a great 
number of coordinate positions? is not very different from a severe 
pass examination. The remaining difference is that in the com- 
petitive examination an exact rating of the order of rank is at- 
tempted, a purpose which spoils the methods and questions and 
leads to fallacious results. 


IV 
Training 
Another point that calls for more profound study is the proba- 


tionary service and training in the opening period of public em- 
ployment. So far as Great Britain is concerned, a thorough vol- 


* Wilmerding, op. cit., p. 122. He advocates tests of general education, based on the 
respective field of the student with a broad choice of questions, of which some 
should be of extreme difficulty “to give opportunity for the extraordinary individual 
to make himself known” (p. 107). But do not such examinations admit of only 
very general marks and preclude any exact ranking of numerous candidates? 

*Cf. ibid., pp. 122, 133. The author recommends that department heads be re- 
quired to estimate in advance the vacancies which will occur in their departments 
between examination periods, and further advocates a centralized recruiting agency 
to pool the vacancies in several departments. 
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ume on this subject by Harvey Walker has recently been pub- 
lished at the instigation of the Commission of Inquiry on Public 
Service Personnel.’ It offers an elaborate description of the train- 
ing in all classes of the British civil service, for each class sepa- 
rately, and adds valuable comments. What is done in the British 
domestic ministries for training purposes in the higher brackets 
presents a more or less haphazard aspect. In some cases brilliant 
opportunities of training are offered. In others things go on with- 
out much planning. In the administrative class the result is that 
in most cases the future high official “‘passes from the cloistered 
life of the university into the similarly cloistered life of the civil 
service without making contact with the business world.”? The 
author is justifiably critical of this cloistering practice. In 
most departments the young officer taken in after the university 
period at the age of about twenty-two is never sent to any out- 
side station for field work. So it is with the Home Office, the 
Ministries of Health and of Transport, the Bureau for Customs 
and Excise and Inland Revenue, and the Board of Trade. The 
Ministry of Labour and, of course, the Post Office and the de- 
partments dealing with overseas, are praiseworthy exceptions 
however. 

On this question the German methods of training should also 
be studied, and in an equally thorough way. Foreign observers 
are generally prejudiced and misled by the connection between 
legal studies and higher civil service in Germany. Indeed legal 
study in the universities, in the ampler German sense embracing 
economics, public finance and administration, is in Germany the 
normal access not only to the functions of a judge or attorney, 
but also to the administrative and executive higher service. More- 
over, the four years of practical training and probationary service 
are spent by most of the higher state employees entirely in the 
various stages of judicial practice, and nearly all the rest of the 
state employees spend a considerable part of the time in this 


* Walker, Training Public Employees in Great Britain, op. cit. 
*Ibid., p. 13. 
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way.! This would be unthinkable in England and America. It has 
been attacked in Germany too, and is the standing object of 
reform plans. But it is a mistake to consider legal practice as the 
salient point in the German system. Two other aspects of the 
training period call for more attention in other countries. One is 
the systematic transfer of the young aspirant, who may be sup- 
posed to be of an age between 21 and 26, from one office and 
place to another for about four years. Starting in a small court in 
a country place he has to pass to a district court, perhaps in a 
middle sized town, subsequently to the office of a state attorney, 
then to that of a lawyer in private practice, further to a big lower 
court in a city, and to a court of appeals. Some of the stages may 
be spent instead in lower or higher administrative agencies, na- 
tional, state or local. This systematic training conveys to the aspir- 
ant much more than legal knowledge, that is, an insight into the 
conditions and needs of large and small places, of townsmen and 
countrymen, of manufacturers and farmers, of workers and entre- 
preneurs, of large and small agencies, and it gives him also a 
knowledge of many types of superiors, comrades and methods of 
work. 

During this period the most valuable subject of the training 
itself is in my opinion not the legal routine but the art of offer- 
ing clear reports in writing and orally. The young Referendar is 
required to present reports clearly and objectively so as to supply 
any board or commission with an unbiased basis for decision. The 
art of writing such reports has been developed through centuries 

* Nevertheless it is not quite correct to say, as F. Morstein Marx does (op. cit., 
p. 204), that the requirements for the higher civil service in Prussia are identical 
with those for the judicial career and the legal profession, and that Prussia has 
only temporarily deviated from this general rule. In addition to some period of 
judicial training a particular training in the administrative service has been pro- 
vided for the young Regierungsreferendar, followed by a special examination for 
admission as a Regierungsassessor (statute of August 10, 1906). This custom was 
discontinued through some years but has recently been reestablished. But Gerichts- 
assessoren, it is true, are also eligible for the higher administrative service and at 
present prevail in many branches. An excellent report on the history of this prob- 


lem in Prussia is presented by Finer in Theory and Practice of Modern Govern- 
ment, op. cit., vol. 2, p. 1252 seq. 
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to a very high degree, sometimes overreaching itself. There is no 
fun in it. It is necessary to be objective and exhaustive, neverthe- 
less extremely terse and brief. The non-controversial parts of any 
dispute are to be sharply severed from the controversial parts, 
both in turn from the evidence, and all three from the opinion. 
For some hundred years the chief test for the training period was 
the Proberelation (test report) —a paper consisting of a report, 
an opinion and a draft for the ruling to be passed, with very 
strict requirements for the differences in form and style appro- 
priate to each of the three parts. How much the art of reporting 
was cultivated appears from the traditional German titles. Until 
1919 the principal position in the ministries was styled not coun- 
selor outright, but “reporting, or expounding counselor” (Vor- 
tragender Rat), and in the Foreign Office continues to bear this 
adjective even today. In consequence of this training the German 
official often became laconic and even taciturn, mildly ironical 
and mocking about flowery talk or bad and disorderly reports of 
any kind. But this tendency was only the reverse of a very useful 
quality. 

Walker in his “Summary and Conclusions”! discusses as one 
of the potential remedies against the cloistering practice in Eng- 
land a training by rotation of duties. But in contrast to what was 
to be expected after his keen criticism he is very doubtful in this 
respect, fearing waste of time and money and inadequate guid- 
ance. The German precedents do not enter his picture. He ex- 
hibits a perceptible predilection for theoretical training in classes 
conducted by practitioners. His well considered remarks on the 
various forms of training are very interesting and helpful, but I 
should emphatically lay the stress on a rotation of duties during 
the training period, with a frequent change of places if this is 
possible, and with systematic instruction by practitioners with- 
out any serious interruption of the service. These are principles 
which have been developed jointly in the German practice with 
good results. 


* Walker, op. cit., p. 179. 
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Vv 
The Ideal Type 


The various countries pursue not only different methods but also 
different ideals in their selection and training of officials. They 
breed a different type. The ideals are alike, of course, in that the 
employee should be competent, solid, impartial and incorruptible, 
and that he be selected and promoted on his merits. But the type 
in view is different. 

The French are inclined to prefer a literary and philosophical 
type, well trained theoretically and formally, with an aristocratic 
touch of taste and behavior if possible. He is expected to know 
the belles lettres in general and may himself write novels and 
plays. 

The Germans think of an official as a distinctly non-literary, 
non-artistic type, concise and terse, unornamented, concentrated 
upon his duty, cultivating general and special expert knowledge 
more than anything else. 

The type of personality that the British have in view is one of 
broad historical and humanistic learning balanced by an open- 
minded common sense and a good rating in such fields as “everyday 
science” and “present day knowledge,” both of which are among 
the few (six) compulsory tests of the highest examination. Broad 
expert knowledge is cultivated less than in Germany, where in 
turn the historical and humanistic background and everyday 
science play a less important part. Special knowledge is expected 
from practice in England and to a large extent in Germany 
too. 


The average American, however, seems to think of a public 
employee, even in the higher grades, not as a personality but as a 
man who is good for a special job and should be asked only for 
what this business directly requires, because asking for more 
would make him more expensive and leave him unsatisfied with 
his work and pay. That sounds very reasonable. If it were pos- 
sible to restrict government and administration to what they were 
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a hundred years ago or even fifty or ten years ago, this view of the 
public employee might be the best view for the future too. But 
if this is not possible, and I think it is not, if social and economic 
life necessitates an amplified concurrence of public administra- 
tion in many fields, the old view must be corrected. For it does 
not envisage the development of good officials, in the highest 
grades, out of the rank and file. There is the weak point. Admin- 
istrators are required who know the rank and file, who know so 
much about so many agencies in so many parts of the country, 
about the transformation and transmutation in the local agencies 
of orders received from above, about the useful and perilous 
qualities and properties of officials, that they are able to set up 
administrations without waste and to reform wasteful administra- 
tions. 

Different though they be, it is advisable to compare from time 
to time the habitual views of the various countries and to look 
for the methods best capable of procuring that kind of official that 
is badly needed just now and in the years to come. There is some- 
thing to learn and something not to learn from the views and expe- 
rience of every country. 


VI 


Reform 


Leonard D. White, in his book on the reform of the civil service 
in the United States,’ recommends the creation of an administra- 
tive corps within the federal civil service which should encom- 
pass only a very small proportion of the federal employees, say 
about twenty-five hundred out of nearly seven hundred thousand, 
but which should offer to this limited group a career service for 
life, including a regulated expectation of advancement. The func- 
tions of this corps would not compass the broad field of the so- 
called hoeherer Dienst (higher service) in Germany, but would 
include only those positions that center about planning, direc- 


* White, Leonard D., Government Career Service, University of Chicago, Studies in 
Public Administration, vol. 3 (Chicago 1935). 
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tion, coordination and supervision. The career service is sched- 
uled to be organized in rigid separation from the political service. 
The members are expected to develop their own esprit de corps 
on the basis of a perfect loyalty to the political superior. Their 
duty, however, is to advise, not to dictate policy. The advice is to 
be given “privately, not publicly,” and the career man is to be 
“anonymous’’ as far as the public is concerned. “He must cultivate 
an objective, impersonal, in a sense a detached, attitude toward 
programs and politics,” in contrast to the political associates 
whose particular task is fully recognized and appreciated. 

I need not expressly say that I am in favor of the general tend- 
encies of White’s proposals. They are thoroughly planned, too, 
with that particular sense of practical detail that is imperative in 
this field. It seems to me, however, that he begins somewhat to 
overstress the q:-estions of prestige and corps. In particular a seri- 
ous doubt can be raised as to the advisability of restricting the 
reform to a small elite class, which would comprise less than one 
half of one per cent of the federal employees. Therewith a defi- 
nite danger is conjured up. Arrogance and conceit on the part of 
this career corps as compared with all other employees, even 
those of high standing, loom in the offing. Is it necessary in order 
to obtain good administrators to set them off so sharply from the 
bulk of the employees, both as to their privileges and their pres- 
tige? It would be difficult, it is true, to launch at one time a 
thorough reform of the civil service as a whole. In view of the 
circumstances White’s proposals recommend themselves as a vigor- 


*In order to build up this elite White proposes an annual choice of about 250 
rather young men for the positions at the bottom. Half of them should be selected 
from employees already in the federal or state service, and the other half from 
college graduates on the basis of a competitive examination with special tests under 
rigid conditions. The entrants are to go through five years of probation with sys- 
tematic training. Gradually the 150 of them who prove less able are to be elimi- 
nated so as to result in 100 excellent men at the end of the five year period. These 
will gradually fill the permanent positions of the “principal” grade, numbering 
about one thousand, and the best ones will be promoted later to the higher and 
finally to the highest positions, about 400 and 250 respectively. This, however, is 
only the ultimate aim. The employees who fill these positions at the present time 
are to be kept with all their rights until they gradually die off or retire. 
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ous start. They would lose their dangerous aspect if they ‘were 
to be modified to mean only the beginning of a general reform 
with the aim not of shaping a small elite with a particular esprit 
de corps, but rather of gradually transforming the entire civil 
service into a large corps with high principles of morale and 
attractive chances for high merit. 

In his proposals White still clings to competitive examinations. 
But since they are to be administered to several hundred candi- 
dates for several hundred coordinate positions of entrance, with- 
out setting up an exact order of rank for future promotion, they 
are very similar to severe pass examinations, and therefore many 
of the exceptions I have taken to this kind of test are eliminated. 
As to the best way of training, White gives a high rank to re- 
search and advisory work in the capital (p. 58). I should sug- 
gest for the reasons discussed above that more emphasis be placed 
on field work in positions and places all over the country. Field 
work, too, it may be added, is the best possible remedy against 
the dangers of Weltfremdheit (world-strangeness) , justly men- 
tioned by White.” 

The separation of the administrative corps from egoistic politi- 
cal interference cannot be attained by technical devices alone, as 
I have already emphasized at some length. White praises the 
French institution of the Cabinet de Ministre, which comes into 
office and leaves office with the minister (p. 82). This system, 
however, does not operate so smoothly as he seems to believe. In 
many cases the members of the political staff do not leave office 
without having first obtained other positions, perhaps as con- 
seillers d’état if political positions as prefects are not available. 
Besides, political influence affects the promotions. The problem 


1So0 also does Wilmerding (op. cit., p. 158) who seems to think only of research 
work in assistance to the bureau chief. 

?On the other hand the proposed elimination of three fifths of the carefully 
selected members during the probationary period seems to me somewhat excessive. 
To judge from experiences in Germany I venture to say that particularly during the 
first year the necessary qualifications or lack of them will not come out so clearly as 
to permit the proposed dismissal of one fourth of the severely tested candidates. 
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€ remains grave in France too. Only a very severe public opinion, 
which, however, is extremely difficult to create where tradition runs 
it otherwise, can prevent the development of undesirable practices. 
1 
d Vil 
Conclusion 
S. 
: In concluding we are thus carried back to the observations made 
- in the introduction. There is no hope of winning anything by 


y keeping public employees narrowly trained, and by keeping the 
best brains and workers among them without adequate prospect. 


; A solution must then be found of the political difficulties that bar 
2. an effective reform. This is one of the great problems of the period 
" we live in. As Friedrich has aptly written: “Not only must we 
4 reject the idea that democracy is opposed to effective and large- 
d scale yet responsible, government service, but we are driven to 
st recognize that the future of democracy depends upon its ability 
.- to maintain such services. It is an easy but wholly futile attempt 
to escape from the inexorable cataclysm which failure in this task 
i. will bring us, simply to denounce such a government service as 
aS irresponsible bureaucracy, rather than to seek ways and means 
e of rendering this bureaucracy responsible.”! The dangers for 
0 political power that are supposed to be latent in an efficient civil 
n, service are often greatly overestimated, whereas the premature 
n critics of such development considerably underestimate the grave 
“e political dangers for the health, stability and power of democracy 
n- that threaten from an inefficient and listless host of public em- 
e. ployees who are prevented from developing their best capacities. 
m * Friedrich, op. cit., p. 29. 
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THE TOTALITARIAN STATE 


BY LUIGI STURZO 


Tue name is newly coined, but its significance carries back to 
the Assyrian and Babylonian empires. Fascism reinaugurated and 
defined the totalitarian state: “Nothing outside or above the 
state, nothing against the state, everything within the state, every- 
thing for the state.” Formulae apart, there have been similar con- 
ceptions in the past, both in theory and in practice. Leviathan 
has two and a half centuries of history. 

Nonetheless there is a difference between today and yesterday; 
a comparison of the more or less totalitarian states of the past 
with those of the present reveals so many signs of diversity that 
we are forced to conclude that modern experiences of the totali- 
tarian state have peculiar features all their own. For this historic 
process is not reversible; consciously or unconsciously, with the 
succession of new generations of men and of the personalities in 
whom history finds realization, the experiences of the past are 
transformed in the present into new forms. 

We must therefore avoid abstract formulae. These are neces- 
sary to the student in the same way as piles and planks and scaf- 
folding are necessary in the building of a house or the painting 
of a ceiling, but having served their purpose they must be put 
aside if we are to inhabit the house or enjoy the painting. Reality 
refuses to fit into formulae. Today in speaking of the totalitarian 
state we think at once of Bolshevist Russia, Fascist Italy, Nazi 
Germany, Kemalist Turkey, and of Mexico, half socialist, half 
brigand. Other states have imitated these, Austria, Poland, Portu- 
gal. And since we are obliged, for the sake of convenience of lan- 
guage, to seek the general and typical, we speak readily of a 
totalitarianism that may be Bolshevist, Fascist or Nazi. We might 
even give Pilsudsky the honor of an “ism” and speak of Pilsudskism 
—an ugly word, but what it stood for was not pretty either. 
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The idea of the state is peculiar to modern times. The Middle 
Ages did not speak of states, but of kingdoms and kings, empire 
and emperor, lords and vassals, cities and republics. When men 
wished to define the nature of power they spoke of temporal 
power to distinguish it from or oppose it to the spiritual power. 
Peoples were called nations; classes, corporations or guilds; the 
principle of social life was the community or universitas. Every 
social group had a life of its own, its own liberties, privileges and 
immunities. The social complexus functioned like a world of 
living monads, in a kind of preestablished harmony 4 la Leibniz, 
undoubtedly preestablished but not always established in reality. 

The juridical basis of this mediaeval world was a system of 
mutual obligations, private and personal in character. Even the 
relations between people or nation and king or emperor were 
envisaged as a contract, a mutual obligation of faith and loyalty. 
The king was bound to respect the common law and the individ- 
ual privileges of groups or persons; the latter owed fealty and 
support to the king’s person. The idea of the state as an entity 
based on public law, over and above the community, had then no 
currency. We must reach the Renaissance, with the Reformation 
and counter-Reformation, before the idea of the state acquires 
consistency and so imposes itself on the mental habits of the age 
as to be spoken of as though it were an effective reality. 

The word state, created by a need as all words are, arose in 
Italy to indicate stability, precisely at that moment of the Renais- 
sance when in those petty principalities, dukedoms, marquisates 
and pseudo-republics anything approaching stability of power, 
certitude of boundaries and surety of independence was, except 
in Venice, conspicuously absent. But on the same principle as 
lucus a non lucendo it was then that men in Italy began to speak 
of a state. With the old republics collapsing and peoples in fer- 
ment, with Spaniards and French warring for mastery in Lom- 
bardy, Rome, Naples and Sicily, everything had to be built anew. 
The idea of power as force, to be used against the mighty church, 
or against jealous neighbors or foreign invaders, or against rebel- 
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lious subjects, imposed itself as the sole means that would give 
stability to both the state and its ruler, especially when that ruler 
was a usurper. The identification of the state with the prince was 
the first manifestation of the idea of the state, and found its theor- 
ist in Machiavelli. 

Machiavelli in politics invented “‘working truth” (veritda effet- 
tuale) , which later became raison d’état, just as the last century 
produced the term Realpolitik, or realist politics. The meaning 
in each case is the same. The ends of the ruler demand the sub- 
ordination of the ends of subjects. Means are indifferent; so 
much the better if they are honorable, but even unscrupulous 
means, if useful, are not to be excluded. Religion is good inas- 
much as it keeps the people quiet; morality is useful inasmuch as 
it furthers the general well-being; but above religion and morality 
stands politics, understood as the art of domination and of main- 
taining strength. Machiavelli had no liking for crime, but when 
it proved a path to success he admired its results. He tore aside 
the veils of hypocrisy and sought a rationale to justify the triumph 
of the useful as the prevailing necessity of the state. 

From Machiavelli to Luther is but a step. Luther gave all pow- 
ers, even ecclesiastical powers, into the hands of the prince, who 
became free of check or control from either church or people. 
Machiavelli had subordinated the ends of religion to the ends of 
the state as personified in the prince. Luther went further; his 
theory of the servile will separated morals from faith and left the 
whole of moral life and religious organization in the hands of the 
sole temporal authority. It pleased the German princes greatly 
to unite all powers in their persons, all the more since ecclesiasti- 
cal powers were then very extensive and financially remunera- 
tive. Al] the Reformed princes took advantage of their oppor- 
tunity. The others, who had remained faithful to Rome, respected 
the pope’s authority up to a point— but took such liberties 
in respect of ecclesiastical rights and fiscal systems as would en- 
able them to compete with the Protestant princes. These tend- 
encies were in the air of the age. 
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The experience of nearly a century of Machiavellianism on 
the one hand and of Caesaro-Papism on the other, in both its 
Reformed and non-Reformed varieties, created a need for another 
theory, more adequate than either Machiavelli’s empiricism or 
Luther’s servile will. 

The theory of sovereignty made its effective appearance in sys- 
tematic form with Jean Bodin’s Six Livres de la République 
(1575). For Bodin sovereignty is “the absolute and perpetual 
power of a polity” (république) ; something self-subsistent that 
forms the foundation of the state. It is the power to make laws 
without being bound by them, contrary to the mediaeval view 
that the law was greater than the power that made the law, and 
binding upon both sovereigns and peoples. 

In modern times the theory of sovereignty became general, in 
spite of the fact that various currents activated by various causes 
—Monarchomachs, Dominicans, Jesuits and Calvinists—met its 
emergence with hostility. By the second half of the seventeenth 
century it was more or less accepted by everyone. Invested with a 
divine character sovereignty became the divine right of kings. 
Bossuet, as a theologian, expressed it in Gallican form; Protestant 
and Anglican theologians upheld it as a twofold absolutism, civil 
and religious. Rome opposed both attitudes, in order to safeguard 
the rights of the church; she thus, implicitly, protected also the 
rights of the people, when these had been nearly forgotten. 

Meanwhile the natural law school made its appearance, posit- 
ing abstract nature rather than God as the basis of society. A 
tendency toward pantheistic naturalism had already been per- 
ceptible. The absolutism of the kings was, so to speak, secularized. 
Divine right, repudiated by Catholic doctrine, could find no ade- 
quate expression in the naturalistic culture of the age and was 
on the point of vanishing. The natural law theory came in time 
to save it. According to Hobbes’ version of this theory men in a 
pre-social, almost animal, stage of civilization were not able to 
form a society or give themselves laws. They therefore ceded 
their potential sovereignty to a chief, or were forcibly compelled 
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by him to do so, completely and irrevocably. Thus, even though 
sovereignty might derive ultimately from the people, the absolute 
sovereignty of monarchs was justified. Rousseau held, on the con- 
trary, that the monarchs had usurped the inalienable and in- 
divisible sovereign rights of the people. And between the two 
conceptions a third developed, maintaining that the sovereignty 
of the people was absolute, but that it had to be delegated to rep- 
resentatives who could be recalled or reelected at fixed periods. 

It was not the types of government represented in these politi- 
cal conceptions that was novel. Antiquity and the Middle Ages 
were aware that power might be held by one, as monarchy; by a 
few, as oligarchy; or by the people, as democracy. The specific 
feature of the natural law theories was above all that such power 
was unlimited, inhering in a sovereignty knowing no limits out- 
side itself. This feature was characteristic not only of Hobbes’ 
monarchic sovereignty by natural right, but also of Rousseau’s 
sovereignty of the people. The latter had no limits beyond the 
collective will, which was considered a law to itself. That this 
would later be resolved into the law of the majority, or the law of 
representatives or delegates, according to the various practical 
forms of democratic organization, does not affect the absolutism 
of a sovereignty with no limits outside itself. 


Bossuet’s sovereignty by divine right, Hobbes’ sovereignty by 
natural right, Rousseau’s sovereignty of the people, inasmuch as 
they were unlimited, presupposed, encouraged and consolidated 
an impersonal, objective entity superior to men: the state. Little 
by little, in the course of conserving and increasing its power, the 
state came to be regarded as an origin, the origin of all rights, and 
as an end, the end of all public activity. This was what was meant 
by raison d’état: the subordination of everything to the greatness 
of the state. Botero’s efforts to “Catholicize” the raison d’état 
served merely to cast a shadow on Catholicism; by admitting the 
raison d’état if the state were Catholic he appeared to justify by 
religious ends the political, worldly, utilitarian and at bottom im- 
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rh moral means employed by the Catholic sovereigns of his time. 
te The idea of the state cannot be an ultimate; it calls for a reality 


to substantiate it. In the days of the divine right there was be- 
hind the state, for good or evil, the idea of God, and this idea 


10 carried with it, at least implicitly, the idea of the people. The 
ty clergy sought to emphasize now the one, now the other, though 
p- they were not always able to do it effectively, as evidenced in the 
s. case of the Gallican or Josephist clergy. With the advent of the 
i- encyclopédistes the state was made to rest on the idea of nature 
es or of humanity, both excellent ideas, for nature and humanity 
a are God’s creatures. But detached from God they remained ab- 
ic stractions, with no real consistency. In the quest for stable foun- 
a dations three conceptions arose, which have guided political life 
t- from the beginning of the last century up to our own time. 

Ss! ) The first is Hegel’s. The state is nothing but a manifestation 
'S of the spirit; it is indeed the most perfect of such manifestations. 
1e The state is in itself ethics, right and power. It is a kind of divine 
is incarnation, in which the idea of power becomes one with the 
of idea of God. But what state in the Germany of Hegel’s time could 
al seriously be described as “‘a manifestation of the absolute spirit 
m of the world and the will to power’’? Outside Prussia all the other 


States and statelets could be said to be manifestations of the 
mediocrity of their petty despots and of the intrigues of their 
ry courts. 


aS It needed the Napoleonic wars to bring to birth a national 
d spirit in Germany. Fichte became its philosopher and prophet. 
le ( According to Fichte it is only in the nation that the eternal be- 
1€ comes visible. It possesses a moral greatness that aspires to the 
d lordship of the spirit. This is on the same lines as Hegel, but the 
at state has become the nation. The state as nation, as the outcome 
ss of the whole culture of a people, was for Fichte the self-repre- 
at i sentation of God. When Bismarck achieved the unity of Germany, 
1€ Belgium had already regained a personality of her own, Italy had 
vy found unity and the Balkan peoples were on the way to win in- 
n- dependence. The principle of nationality—of independence and 
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unity—thus provided a political basis for the idea of the nation 
as power and culture, with the state merely the juridical and mili- 
tary instrument. 

In France the idea of the nation, as opposed to the humani- 
tarianism of the enlightenment, developed less through theories 
than through the rise of the third estate or middle classes, through 
military conscription and the Napoleonic wars, through democ- 
racy and the reactionary upheavals of Bonapartists and Clericals. 
France never repudiated the idea of the state, because the state 
coincided with the nation. And behind the state stood now the 
people, now the nation. But people and nation had no need of a 
myth to give them consistency; the idea of fatherland was one 
with which they had long been acquainted, and it was quickened 
by unabated sentiment. It needed Maurras’ nationalism to bring 
some Frenchmen to the extreme limit of a positivist mysticism. 

England never lost her pragmatic common sense, even when 
her philosophers introduced the gospel of Hegel and Fichte’s 
exalted theories. Theoretically, and often in practice, what pre- 
vailed was utilitarianism, mingled with a moralism that was not 
wholly discernible. For the Englishman the nation was something 
living less through theories than through its history and empire. 

While the national idea was coming to the fore another cur- 
rent was everywhere developing, repudiating state and nation in 
the name of class—the socialist current, which was raised to a 
theory by Karl Marx. The proletariat was to destroy the bourgeois 
state and the militarist nation through the advent of collectivist 
economy. Here historical materialism took the place of Hegel's 
historical process of the Idea. Class war took the place of national 
dynamism. Economy as organized labor took the place of the state 
as power. The Marxist-socialist movement destroyed the unity 
of national feeling, and in each separate nation created the zone 


of the International. 

Hegel, Fichte, Marx — these three Germans express the efforts of 
nineteenth century Europe to give a meaning, a content, an ab- 
solute and all but divine finality, to the state, the nation, the class. 
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In the course of the nineteenth century two systems grew up 
around the conception of the national state, the liberal system and 
the authoritarian. 

The former system was either conservative or democratic, and 
the latter was either absolute or paternalist. These words must 
not be taken literally as indicating fixed types, but merely as the 
prevailing tendencies in either case. The important fact for the 
purposes of our investigation is that behind democracy on the 
French pattern, and behind the authoritarianism of Bismarck or 
Wilhelm 1, we find the national state. Only the Austro-Hun- 
garian empire, because of the great diversity of the nationali- 
ties of which it was composed, could not be described as a 
true national state, and carried within itself the seeds of dis- 
integration. 

Wherever it may be found the national state has certain pre- 
dominant features—an ever increasing centralization, a militar- 
ism based on conscription and standing armies, and state educa- 
tion employed as a means of creating national conformity. In 
France these features were a legacy from the revolution and the 
Napoleonic empire. In Germany they were the legacy of the 
Prussia of Friedrich 1. In Italy they were necessities of the 
achievement of unity, and were copied from France. In Spain 
they represented an attempt to overcome dynastic particularism, 
autonomist movements and the influence of the church. In Aus- 
tria they were conditions of the dominance of the house of Haps- 
burg and of the Austrian and Magyar peoples. Other European 
countries existed in a like atmosphere, when they did not ex- 
perience similar needs. 

Liberal economic systems and working class internationalism 
should hive fostered a far keener cosmopolitan sense in opposition 
to nationalism, and to this facility of trade, scientific collabora- 
tion, the diffusion of the press and the organization of labor gave 
an impetus. But free trade was a phase soon left behind for pro- 
tective tariffs, which were at first tentative, then extremely com- 
prehensive, to the advantage of so-called national economy. The 
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periodical press soon lost its free and individual character, to be- 
come a more or less capitalistic enterprise, or in the dependency 
of industrial undertakings. The workers’ international was al- 
ways undermined by local particularism, save for the extremist 
and semi-anarchist sections, which were always poor in men and 
means. And though the various brands of socialism repudiated 
the national state as bourgeois, they would not have repudiated 
a national state that was proletarian. 

The church, without concealing the preference she then felt 
for authoritarian states, fought against political centralization, 
which implied limitations to her authority and mission, against 
compulsory conscription and the armaments race, which entailed 
the danger of wars, and above all against state education, which 
revealed itself as threatening monopoly and as a means of de- 
christianizing the people in the name of the state. The struggle 
against liberalism was accentuated by the church from theoretical 
motives and because of the practical positions she would defend, 
but her main struggle was against the national state, by which 
she was oppressed. 

In all the changes and upheavals of the World War and after, 
the four factors of the national state have remained—centraliza- 
tion, militarism, state schools and protective tariffs. In order to 
remedy their weakness of structure the new states have imitated 
the centralization of the old, which in turn have not ceased to 
create new officials and to increase their civil services at the ex- 
pense of their budgets. A frenzy of military spirit has seized Eu- 
rope from the new Baltic states to the Balkans, and where there 
are no regular armies there are armed bands, militarized youth 
movements, political militia, black, red, blue and orange. The 
school has become even more a field of political conquest than 
it was before the war. And protective tariffs have risen to dizzy 
heights; even England has ended by throwing free trade over- 
board. Finally Europe has seen the emergence since the war of 
a Bolshevist Russia, a Fascist Italy and a Nazi Germany—three 
great totalitarian states differing in character, but all three of a 
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national type and based on administrative and political centraliza- 
tion, militarism, a monopoly of education and closed economic 
systems. 


In seeking the differences and the substantial similarities be- 
tween the totalitarian states and the other national states that exist 
today we shall confine our analysis to these four main common 
factors. 

(a) In the totalitarian state administrative centralization is 
carried to extremes—the suppression not only of all local au- 
tonomy, whether municipal or provincial, but also of the auton- 
omy of all public or semi-public institutions, charitable 
organizations, cultural associations, universities. Centralization in 
the political field, which for good or evil is disputed in the na- 
tional states that still fly the flag of democracy, has been effected 
in the totalitarian state. The executive has become de jure and 
de facto the sum of all powers, even those of the head of the state 
(in Russia and in Germany the head of the state and the head of 
the government are the same). The independence of the legisla- 
ture and judiciary has completely disappeared, and even the gov- 
ernment is reduced to a body subordinate to a leader, who has 
become dictator under the euphemisms of Duce, Marshal or 
Fiihrer. The functioning of this central, absolute power, unlimited 
and personal, is necessarily bound up with the suppression not 
only of all autonomies but also of civil and political liberties, the 
right of habeas corpus and the freedom of organization, individual 
and collective; with a political police and an immense system of 
espionage, such as even Napoleon did not possess; with violent 
and bloody repressions; with the destruction of opponents and 
dissentients; and with the refusal to tolerate any failing in politi- 
cal conformity either at home or abroad. 

(b) All this is possible when the dictatorial power has control 
of the army and is able to militarize the country. The so-called 
democratic states are militarized, inasmuch as they have con- 
scription and powerful armies and navies, but normally these are 
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professional bodies which do not interfere in politics. They are 
non-party, and cooperate with any cabinet in the interests of na- 
tional defense. In the past there have certainly been moments 
when army chiefs have displayed political tendencies—the Bou- 
langist movement and the Dreyfus case in France, and the various 
pronunciamentios in Spain are well known—but such tendencies 
found an outlet in the free play of opposing political and social 
forces. In totalitarian states the position is different. The party is 
militarized. Either it dominates the army or the army allies itself 
with the prevailing power and the two armed forces cooperate 
or amalgamate. The youth of the country is militarized, collective 
life is felt to be military life, dreams of revanche or of empire, 
conflicts at home and abroad, penetrate the whole social structure. 
In Italy training in the use of arms extends over the whole of 
life; the gun becomes a constant companion; military parades, 
camp training and manoeuvres occupy a good part of the activity 
of both youths and adults. Germany is armed to the teeth, not 
only to assert her parity with other nations, but through a morbid 
and mystical exaltation of force and of the destiny of the Nordic 
teutonic race. Every German is a soldier. Russia identifies the task 
of defending the state with that of defending the revolution and 
Bolshevist ideology and of spreading it through the world. Com- 
munism is the word of salvation for Russia, as Fascism is for the 
Italians and National Socialism for the Germans—a word of sal- 
vation to be spread through the world by propaganda and by 
force, just as Mahomet, with the Koran and the scimitar, sub- 
jugated the peoples to the new gospel. 

(c) To this end it is necessary that state education should be- 
come a rigorous monopoly. For over a century the monopoly of 
education has been of the first importance for the national state. 
Napoleon was the first to organize education for the benefit of the 
state and to make the state its direct end, from the university 
down to the primary school. Nevertheless the attempt has nearly 
always been made to combine educational monopoly with free- 
dom of thought, even in respect of politics. As a rule the struggle 
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was openly or secretly against the church, and the church fought 
for the complete freedom of the school. But the totalitarian state 
is obliged by its very nature to go beyond the limits that have 
hitherto been respected. Everyone must have faith in the new 
state and learn to love it. From the elementary schools up to the 
universities, conformity of feeling is not enough; there must be 
an absolute intellectual and moral surrender, a trusting en- 
thusiasm, a religious mysticism where the new state is concerned. 
Communism, Fascism, Nazism, have become religions. To create 
such a mentality a whole mental environment must be created in 
addition to the work of the school. Hence the official textbook, 
the state inspired and standardized newspaper, the cinema, the 
wireless, sports, school societies, the grant of prizes, are not only 
controlled but are directed toward an end—the worship of the 
totalitarian state, whether its banner be nation, race or class. The 
whole of social life is continually mobilized in parades, festivals, 
pageants, plebiscites, sporting events, calculated to capture the 
mind, the imagination, the feeling of the populace. And to excite 
this collective spirit of exaltation the worship of the state or class 
or race would be too vague in itself. The vital focus of emotion 
is the man, the hero, the demigod—Lenin, Hitler, Mussolini— 
whose person is sacred and whose words are the words of a 
prophet. 

(d) Such a system demands on the one hand a vast expenditure 
of money, a luxury finance, and on the other hand an ever harsher 
and more strictly controlled economic policy. Just as all moral 
energies must serve the power of the state, so must the forces of 
economy. It is impossible for the totalitarian state to allow eco- 


nomic freedom to either capitalists or workers. There is no room 
for free trade unions or free employers’ associations. Instead there 
are state syndicates or corporations, with no freedom of action, 
controlled and organized within the state and for the state. Hence 
a controlled economy, which is the first stage in a radical trans- 
formation of the economic system. Whether a controlled and 
closed economy is an advantage is a problem that cannot be 
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studied apart from that of the state regime involved. Bolshevism 
presented itself as simultaneously communist in economy and to- 
talitarian in politics. Fascism has evolved gradually, by successive 
experiments both political and economic, and has stopped short 
at a controlled state economy, clothed by a corporativism that 
so far exists only in words. Germany, at the height of a financial 
crisis and weighed down by foreign debts, has installed at once a 
totalitarian regime and state socialism. 


These aspects of the totalitarian state lead us to three problems 
of the highest importance for our civilization. 

(a) The first is that of liberty, considered not only as a com- 
plexus of political rights and the share to be taken by a citizen in 
the life of his country, but more especially as implying the a»- 
tonomy of the individual personality, the security of personal 
rights, the guarantee of personal activity both temporal and spiri- 
tual. Totalitarian states abolish political liberties and restrict per- 
sonal liberties by state interference in thought, ethics and religion. 

(b) This fact involves the very grave problem of the supremacy 
of the spiritual over the temporal, of ethical ends over political 
ends, and for Christians of religious and supernatural ends over 
the natural ends of the state. The solution of this problem was 
provided by Pius x1 in his Consistorial Allocution of December 
1926, and repeated in his Encyclical Non abbiamo bisogno of 
1931, when, dealing with the Fascist totalitarian state, he de- 
clared that the state is not the end of man, but man is the end of 
the state. 

The relations between church and state may be legally regu- 
lated, as in Italy since February 11, 1929; or they may be agitated 
and disputed as in Germany, in spite of the Concordat of 1933; 
or they may be definitely broken and non-existent as in Russia. All 
this belongs to the series of politico-historical vicissitudes that be- 
gan nineteen centuries ago with the advent of Christ and the 
slaughter of the innocents. Apart from this the incompatibility 
between Christianity and the totalitarian state is plain from the 
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historical premises of the conception of the state, which has al- 
ways tended toward a social and political monism, at the expense 
of human personality and the laws of the spirit. It is still plainer 
in the logical premises of totalitarismo which expresses this tend- 
ency as the mystical exaltation of a superhuman principle: the 
absolutism of a class, nation or race. 

(c) This absolutism leads to a perversion of Christian civiliza- 
tion, for it does away with the morality that is the foundation 
of relationships of justice, private and public, domestic and in- 
ternational; it provides instead the principle of the state as in- 
trinsic source of ethics, expression and end of th enation or class 
or race. Single individuals, no longer either subjects or citizens 
but followers, units in a rigid collectivity, are held to act morally 
if their action conforms to the ends of the state. Individuality is 
lost in the collectivity and the collectivity finds itself only in the 
state. 

Every code of ethics demands a religion. Subjectivist ethics 
turns the “I” into a divinity. Naturalistic ethics may go so far 
as to deify the totem and lead to the development of magic. State 
ethics makes a divinity of the state or of the ideas that appear as 
hypostatized in the state, such as race or nation. From Machiavelli 
and Luther onwards the state has steadily followed the path that 
leads to its becoming a divinity. The totalitarian state is the clear- 
est and most explicit present form of the pantheistic state. 
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studied apart from that of the state regime involved. Bolshevism 
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talitarian in politics. Fascism has evolved gradually, by successive 
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historical premises of the conception of the state, which has al- 
ways tended toward a social and political monism, at the expense 
of human personality and the laws of the spirit. It is still plainer 
in the logical premises of totalitarismo which expresses this tend- 
ency as the mystical exaltation of a superhuman principle: the 
absolutism of a class, nation or race. 

(c) This absolutism leads to a perversion of Christian civiliza- 
tion, for it does away with the morality that is the foundation 
of relationships of justice, private and public, domestic and in- 
ternational; it provides instead the principle of the state as in- 
trinsic source of ethics, expression and end of th enation or class 
or race. Single individuals, no longer either subjects or citizens 
but followers, units in a rigid collectivity, are held to act morally 
if their action conforms to the ends of the state. Individuality is 
lost. in the collectivity and the collectivity finds itself only in the 
state. 

Every code of ethics demands a religion. Subjectivist ethics 
turns the “I” into a divinity. Naturalistic ethics may go so far 
as to deify the totem and lead to the development of magic. State 
ethics makes a divinity of the state or of the ideas that appear as 
hypostatized in the state, such as race or nation. From Machiavelli 
and Luther onwards the state has steadily followed the path that 
leads to its becoming a divinity. The totalitarian state is the clear- 
est and most explicit present form of the pantheistic state. 











100% MONEY AGAIN 


BY IRVING FISHER 


Professor Emeritus of Economics, Yale University 


Ix THE February number of Social Research appears an able 
article on “100% Money” by Professor Fritz Lehmann. 

This article, correctly I believe, begins with the statement, “The 
idea of 100% money has made rapid headway among American 
monetary theorists’; but, incorrectly I believe, it ends with the 
statement that it “will not pay to start such far reaching changes 
for so little an effect.” 

Mr. Lehmann reviews very satisfactorily the chief authors in 
this field from the time “‘it was first thrown into discussion by a 
group of economists of Chicago University,” especially Professor 
Henry C. Simons and Albert G. Hart, on through Lauchlin Cur- 
rie, researcher of the Federal Reserve Board, up to Professor James 
W. Angell of Columbia University. 

Mr. Lehmann says, “The question of why 100% money should 
be established is answered on the jacket of Fisher’s book [z00% 
Money}: ‘it is to eliminate runs on commercial banks, largely cure 
or prevent depressions and wipe out much of the national debt.’” 
He thinks these three claims too great, although, as. I understand 
him, admits much of the argument in respect to each of them. 

It would require more space than Social Research could afford 
to discuss the many details of Mr. Lehmann’s interesting article. I 
shall therefore confine myself to two comments. 

The first is favorable. It concerns “technical difficulties.” The 
chief value of Mr. Lehmann’s article, like that of Professor An- 
gell’s in the Quarterly Journal of Economics last November, is, it 
seems to me, to show clearly that the technical difficulties are not 
great. Mr. Lehmann says, “In my opinion the introduction of 
100% money would not founder on technical difficulties” and he 
proceeds to justify this opinion. 
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I may say that the question of technical difficulties had originally 
been, with me, the only source of misgiving as to the practicability 
of 100% money. Even in the first edition of my z00% Money it 
was, as Professor Angell points out, the weakest part. But now we 
have a choice of many different practical methods for introducing 
100% money. After reading Mr. Lehmann’s article, I felt that 
he had really strengthened the case for 100% money intellectually 
despite his emotional attitude of damning it with faint praise. 

The second comment is unfavorable. It goes to the heart of the 
question. I join issue with Mr. Lehmann as to the importance 
and manner of mitigating booms and depressions by 100% re- 
serves against demand deposits. 

Mr. Lehmann sees clearly that, under the 100% system, the 
calling of a loan by a bank could not, as it can under the present 
“10%,” system, reduce the total quantity of the nation’s circulat- 
ing medium. But according to him this deflation of deposits is of 
slight importance as compared with the deflation of bank loans 
per se. Let him state his own case: 

“By reducing loans the banks would set in action the most effec- 
tive deflationary force. Since it would be unlikely that all the 
borrowers would find new creditors they must reduce their stocks 
or diminish their production. Employment as well as the price 
level will fall. . . . When loans are called . . . , calling loans is 
the active factor. . . . This view is sharply opposed to the doc- 
trine maintained by Fisher and others that the destruction of 
bank money is responsible for falling prices and growing unem- 
ployment. 

“The flaw in Fisher’s argument can be demonstrated most 
clearly by scrutinizing his description of the causal nexus. Start- 
ing from a state of indebtedness Fisher deduces the following 
chain of consequences: ‘(1) Debt liquidation leads to distress 
selling and to (2) contraction of check-book money, as bank loans 
are paid off, and to a slowing down of velocity of circulation. This 
contraction of checking deposits and of their velocity, precipitated 
by distress selling, causes (3) a fall in the level of prices.’ . . . 
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“The weak spot in Fisher’s causal chain is brought out in the 
proposition that it is the contraction of bank money and of its 
velocity, precipitated by distress selling, that causes the price 
[level] fall. Obviously distress sales, in the first instance, tend to 
depress prices. But it is neither the contraction of bank money 
nor the slowing down of the velocity of circu’ation which causes 
falling prices [italics mine]. It is the incapacity for buying and 
the necessity for selling in the first case, the unwillingness to buy 
and the desire to sell in the second case, which make employment 
shrink and prices fall. And it is the calling of loans or the refusal 
to renew loans which makes the debtors incapable of buying and 
compels them to sell. Therefore it is not the reduction in the 
amount of money which is logically responsible for the deflation 
but the calling of credits. And deflation cannot be stopped by 
mere additions to the amount of money but only by giving funds 
to debtors who need and use the money for purchasing.” 

Mr. Lehmann is certainly right in believing that “this view is 
sharply opposed to” mine. Before showing the error, as I see it, 
in Mr. Lehmann’s view, I may say, for the benefit of any of my 
readers who have not read Mr. Lehmann’s article, that, he him- 
self points out how, in large part, this supposed objection to the 
100% plan can be met simply by seeing to it that salable bonds 
are available to a bank so as to enable it by selling these securities, 
to avoid calling or refusing loans. 

But suffice it here to meet directly Mr. Lehmann’s contention 
that deflation of the price level and reduction in production and 
employment can occur simply from distress selling and without 
either a reduction in the quantity of money or its velocity. In the 
above quotations Mr. Lehmann does not say this quite as ex- 
plicitly as this; but he seems to mean it. If not, it is at any rate a 
widespread belief and I seize this opportunity to prove its falsity. 

The above statement would have us believe that in the equa- 
tion of exchange M V = P T both M and V may remain constant 
while both P and T fall, in other words, that one side of an equa- 
tion can shrink without the other side shrinking! 
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Can we imagine that, without any fall in the volume of money 
(M), and under the 100% system it could not fall, and without 
any fall in its velocity (V), simply distress selling can by itself 
reduce the level of prices (P) as well as cause reduced production 
and employment which would certainly be registered in a lessened 
volume of transactions (7)? It is mathematically impossible. If 
M V remains constant P and T cannot both decrease. 

This common fallacy, whether Mr. Lehmann is guilty of it or 
not, is due to the common confusion between a particular price 
and a general price level. It is quite true that if (even under the 
100% system) a bank refuses loans to a customer, and that cus- 
tomer cannot obtain loans elsewhere, he must produce less and 
employ less than he otherwise would, and that he may have to re- 
sort to distress selling and sacrifice prices. So far as his prices and 
his trade are concerned, they may both have to shrink. But, if both 
M and V remain the same, this man’s misfortune will spell the 
good fortune of others whose prices or trade or both must rise. 
That is a mathematical necessity. 

One might as well call it “obvious,” to use Mr. Lehmann’s term, 
that, when a floating object on the sea rises and falls on a passing 
wave, the whole sea level must rise or fall too. It is not obvious. 
On the contrary, when the wave goes down it must squeeze the 
neighboring water up. This is obvious from the fixity of the total 
quantity of water. 

And when the unfortunate merchant, deprived of his coveted 
loan, sells less and at a lower price, the money which he would 
have received in return for his note must, under the 100% sys- 
tem, still be in existence and so available for some other use; and 
his customers, spending less money on him have more money left 
to spend on others. This is obvious from the fixity of the total 
quantity of money. Even if all producers were to be cut off from 
loans, the same principle would apply. The less money flowing in 
one direction the more there would be to flow in another—still 
assuming velocity unchanged. 

It would take us too far afield to pursue the possibilities here; 
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for the whole assumption of cutting off loans is absurd. On the 
contrary, as I have shown in 100% Money (Chapter vii) , one of 
the most important advantages of the 100% system is that loans 
would be practically “always available at a price’’—and at the 
proper price too, which is far from true now. But here the only 
point which I stress is that the equation of exchange is sufficient 
disproof of one of the commonest of errors. 

The only apparent escape I can find for Mr. Lehmann is that, 
though he seems to say so, he doesn’t mean to assume velocity 
constant after distress selling. But the only evidence Mr. Lehmann 
gives, in his article, as to his thoughts on velocity are in the wrong 
direction. At the foot of page 48, to prove that increasing money 
need not cure depressions, he says, “additional amounts of money 
poured into circulation may only go to swell the hoards of idle 
money,” that is to slow down velocity. 

This sort of statement has often been loosely made—that an 
increase of M may be offset by a decrease of V and a decrease of 
M by an increase of V. But the facts do not support any such state- 
ment. On the contrary, V is great when M is increasing and small 
when M is decreasing. 

There is much more that I would like to say, if I had not al- 
ready taken much more space than I intended. But I will merely 
refer to what, to me, is the most interesting recent case of the 
above loan fallacy, that not more deposits but more business loans 
are the important factor in recovery. 

How often have we heard this opinion stated and restated in 
many forms? I once debated it with a speaker very passionately 
devoted to such a conviction. He said, as so many do, that only 
productive private loans could bring recovery, deposits being a 
mere incidental by-product of said loans (as, unfortunately, is 
nearly true under our present system). First, he said, business 
must recover, then it will borrow, then it will swell deposits. 

But the figures in the present recovery have not followed such 
a pattern. On the contrary, business loans have been going down 
while deposits have been going up—created not by private pro- 
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ductive loans but by the public relief loans of the United States 
government. 

Here we seem to have a crucial case to show that deposits, not 
loans, bring recovery, the opposite of the loan theory which Mr. 
Lehmann seems to espouse. And “the additional amounts of 
money poured into circulation” did not “go to swell the hoards of 
idle money,” but, on the contrary, they unfroze those hoards and 
quickened the circulation of the whole mass. 

I am not here arguing for or against the New Deal loans, but 
merely arguing for the principle that an increasing M means a 
relatively high V, irrespective of bank loans. 

In the light of this principle and of others already invoked, I 
can see in Mr. Lehmann’s able article, despite his lack of en- 
thusiasm for 100% money, only fresh cause for believing that the 
increasing approval which it is meeting is justified. 

As I stated at the end of the Preface to the first edition of roo% 
Money: “I have come to believe that that plan, properly worked 
out and applied, is incomparably the best proposal ever offered 
for speedily and permanently solving the problem of depressions; 
for it would remove the chief cause of both booms and depres- 
sions, namely the instability of demand deposits, tied, as they now 
are, to bank loans.” 


REJOINDER 


BY FRITZ LEHMANN 


Tere are three points in Professor Fisher’s comments on my 
article ‘100% Money” to which I wish to reply, partly to declare 
my full agreement with Professor Fisher, partly to show where to 
my mind our differences lie. 

(1) I agree with Professor Fisher that falling prices and sink- 
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ing employment cannot occur without a decrease in the quantity 
of money or in the velocity of circulation. The equation of ex- 
change expressing the substance of these relations shows this with 
unmistakable clarity. 

(2) The point on which I do not agree with Professor Fisher 
is the causal relation between the calling of loans, the fall in the 
price level or the shrinkage of employment on the one hand, and 
the changes in the quantity of money and in the velocity of circu- 
lation on the other hand. Here I hold that it is the calling of loans 
which starts the whole process going, if causes lying outside the 
credit sphere are disregarded. This process, from the monetary 
point of view, consists in a decrease in the quantity of money and 
a lower velocity of circulation. 

Professor Fisher seems to agree with this analysis of causal rela- 
tionship when he writes (p. 239), “It is quite true that if (even 
under the 100% system) a bank refuses loans to a customer, and 
that customer cannot obtain loans elsewhere, he must produce less 
and employ less than he otherwise would, and that he may have 
to resort to distress selling and sacrifice prices.” “But,” he con- 
tinues, “if both M and V remain the same [italics mine], this 
man’s misfortune will spell the good fortune of others whose prices 
or trade or both must rise.” 

Now I see no reason why the condition, if both M and V re- 
main the same, should be fulfilled. The quantity of money and 
the velocity of circulation, more accurately the product of 
quantity and velocity, will remain unchanged if the banks replace 
the called loans by new loans. But in times of recession that is 
not at all what the banks intend to do. At such a time they do 
not call old loans in order to grant new loans, but they call loans 
because they wish to diminish their risks and improve their 
liquidity. Nor do I see any reason why this deflationary influence 
should be offset by increased activity of business funds, which 
would be another way of keeping the product M V unchanged. 

Therefore in my opinion the calling of loans is the very factor 
which causes the price fall and shrinking employment on the 
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one hand, and the decreasing quantity of money and decreasing 
velocity of circulation on the other hand. 

(3) A knowledge of causal relations is indispensable for find- 
ing the right corrective. If it were only the decreasing quantity of 
money which causes depressions we might hope to cure the evil 
by a corresponding increase in the quantity. We would not have 
to worry much about the ways of injecting this money into the 
economic system. If it were only the calling of loans which: is 
responsible for the decline of business we might be able to offset 
this deflationary influence by replacing the called loans with loans 
from other agencies. 

This does not mean, however, that after the deflationary process 
has been started by the calling of bank loans it is entirely useless 
to increase the quantity of money. Professor Fisher quotes my 
remark that “additional amounts of money poured into circula- 
tion [to neutralize the effects from the calling of loans] may only 
go to swell the hoards of idle money.” I went on, however, to 
describe what I called the capital market mechanism of the open 
market policy: the effects of open market buying upon the capital 
market, the interest rates and the volume of investing. The capi- 
tal market mechanism, I summarized, would work as a rule but 
“the question is how quickly will it work and what amount is 
needed in order to set it going.” 

Therefore I do not assume that every increase in M will bring 
about a proportionate decrease in V, but I think that often M 
has to be increased considerably in order to make M V greater 
than it was.t And I can even imagine that under certain political 
and psychological circumstances large scale open market pur- 


*The deduction derived from former cycles, that M and V increase together, has 

not been confirmed in the current recovery period. The ratio of monthly bank 
debits to all deposits was 0.82 in June 1933, 0.68 in December 1933, 0.72 in June 
1934, 0.69 in December 1934, 0.69 in June 1935. Since time deposits are included 
in all deposits and since in this period time deposits increased more slowly than 
demand deposits, the velocity of circulation of demand deposits must have declined. 
—I should add that it is not my belief that only private business loans can start 
recovery. On this point I may refer to the article “Public Spending and Recovery 
in the United States” in the current issue of this periodical. 
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chases might cause many capitalists to withdraw their funds from 
the capital market, thereby frustrating the efforts of the central 
bank. 

My position on these issues touches in two respects my point 
of view toward 100% money: first, I believe that 100% money, 
although it would decrease the necessity for calling bank loans, 
would not do away completely with the deflationary forces loosed 
by this calling; and second, I believe that an additional supply 
of money, even under the 100% system, would not produce re- 
flationary effects as safely and quickly as Professor Fisher assumes. 

Professor Fisher has mentioned my “lack of enthusiasm” for 
100% money. It is true that I do not share his belief that it is 
“the best proposal ever offered for speedily and permanently solv- 
ing the problem of depressions.’”’ But I should like to use this op- 
portunity for expressing my opinion that there have been few 
discussions in the field of money and banking which have con- 
tributed so much to the clarification of basic problems. A great 
part of the credit for this goes to the brilliant description and 
elaboration which have been given to the idea by Professor 
Fisher. 


1 Professor Fisher points out that under the 100% system the money which has 
been called will “still be in existence and so available for some other use” (p. 239) . 
If we make no distinction between money held in deposit banks by customers and 
money held by deposit banks—a distinction which ought to be made—this state- 
ment is right. But the fact that money is available for some other use does not 
mean that it is actually used. If there were reasons for calling more loans than 
usual there would very likely be reasons for not extending new loans, even under 
a 100% system. 
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MOULTON, HAROLD G. The Formation of Capital. Washington: 
Brookings Institution. 1935. 207 pp. $2.50. Income and Economic 
Progress. Washington: Brookings Institution. 1935. 191 pp. $2. 


These volumes contain the theoretical explanation and the politi- 
cal conclusions of the Brookings Institution’s well known investigation 
on The Distribution of Wealth and Income in Relation to Economic 
Progress. The first two studies of this series revealed that in 1929, 
when the national income reached its peak, about twenty per cent 
of the productive capacity of the United States was not utilized, and 
at the same time half of the population had to be content with an 
income of less than $1500. Of the present volumes the first deals with 
the problem of how unutilized capacity and unsatisfied demand can 
exist at the same time, the second with the problem of how to accel- 
erate the development toward a higher national income. Several sta- 
tistical tables are included, among others tables on the development 
of bank credits and bank reserves, on wages, wage earners’ incomes 
and prices since 1800. 

Moulton points out that savings increased faster than consumption 
during the prosperity years of the nineteen twenties. (Even though 
this fact cannot be doubted, the way in which it is proved is not en- 
tirely convincing.) The reason for the difference in the rate of in- 
crease of these two economic factors is found in the increasing share 
of the total national income obtained by the higher income classes. 
Monetary savings and investments, that is, purchases of producers’ 
goods, are two entirely separated activities. New investments will be 
made only if the existing equipment is not sufficient to satisfy the 
demand, no matter how much money is available for investments. 
The problem of the interest rate, however, has not been touched 
upon in this connection. The author demonstrates by an instructive 
diagram the dilemma which we are facing: an increase in savings 
decreases consumption, creates excess capacity and consequently re- 
duces investments. This leads to a sterilization of the saved purchas- 
ing power. In 1928 and 1929 it was directed toward the stock market, 
where it merely boosted prices since new stocks were not available in 
a sufficient amount. This attracted still more money which circulated 
on the stock market, without finding its way back to the market of 
products and services, because the profits were reinvested as soon as 
they were made. The other alternative would be a reduction of sav- 
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ings. This would increase the demand for consumers’ goods and con- 
sequently also the demand for additional productive equipment. But 
the means for purchasing that equipment would not be available. 

Statistics are produced to prove that, in opposition to the classical 
theory, consumption and investments do not increase at the expense 
of one another, but rather simultaneously. This, of course, is possible 
only if additional purchasing power is applied to unused productive 
capacity. Here is the key for solving the dilemma. Normally this new 
purchasing power for new investments has been supplied by the 
commercial banks, which gave loans on the newly issued stocks. 

Moulton’s conclusion is that the distribution of income is faulty. 
If the great masses of the population which constitute a possible mar- 
ket for a greatly increased production had more purchasing power, 
the existing equipment would not only be better utilized but, because 
of that very fact, it would also be augmented more quickly by new 
investments than is the case at present. Therefore higher incomes of 
the masses must lead to a faster development of national income. 

In Income and Economic Progress the problem is how this increase 
of income in the lower brackets can be brought about without chang- 
ing or endangering the present economic set-up which is based on 
private profits. Two entirely different problems, however, have been 
confused: how capacity could be used to a higher degree in “normal” 
times like the period 1926-29; and the situation in a depression. Argu- 
ments which might be true for normal times, such as that public 
works might take away workers and raw materials from other pro- 
duction and retard rather than stimulate these industries, cannot be 
used for times like the present, when we are far away from such 
scarcities. This study would have been improved if the discussion had 
been concentrated on the problems of the present to which the pre- 
ceding investigations in the series were confined. 

In discussing these books we will limit ourselves to the question of 
how far the author’s proposals would be able to solve the problems 
of excess capacity, maldistribution of income and slow economic 
progress under conditions which resemble the prosperity of the twen- 
ties rather than the depression of the years just passed. Moulton dis- 
cusses first sucn proposals for a shift of income as the mechanical 
equalization of wealth or income by means of taxation. These he 
rejects because the amount of capital income which could be divided 
would be insufficient to increase the consumption of the masses to 
any noticeable degree and, furthermore, if these rewards for activity 
were confiscated it would destroy the only incentive for more invest- 
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ment and an increase of production. More important is the discussion 
of increased wages and price reductions as means to increase the in- 
comes of the masses. He rejects an increase of wage rates for the 
following reasons: first, increased wages are likely to be followed by 
higher prices because of a lack of credits; second, increasing wages is 
against the principles of competition because the first enterprise which 
increases the wage rates puts itself at a disadvantage compared with 
its competitors; third, increased wages give an advantage to the wage 
earner but not to other groups of the population, such as professional 
people, small shopkeepers and farmers, who need an increase of in- 
come as urgently as do the wage earners. 

By discussing all other means of shifting income and rejecting them 
as either ineffective or incompatible with the competitive economic 
system, Moulton comes to the possibility of increasing the purchasing 
power of the receivers of small incomes by lowering prices. He sup- 
ports this idea by recalling that reducing prices is the normal pro- 
cedure of free competition. Thus the present competitive economic 
system and its political correlative, democracy, could be preserved or 
even strengthened and the wasteful class struggle for higher wages 
could be avoided. Price reductions, furthermore, would not privilege 
only one group of the population but would benefit all groups. With 
lower prices the population could buy more, the capacity for pro- 
duction would be better utilized and there would be more inducement 
for new investments—provided, of course, that the nominal wages 
would not be changed. 

But in order to increase consumption and the use of the existing 
capacity by reducing prices it would be necessary that the volume 
of money and credit and their velocity be maintained. Besides, com- 
petition as we have known it has apparently not been able to make 
possible a full use of our productive possibilities and to improve the 
welfare of the great masses as rapidly as technical knowledge would 
have allowed. Perfect competition, indeed, exerts a continuous pres- 
sure on the price level, but it is being replaced more and more by 
other forms of competition which work in quite different ways. This 
development is perhaps due to the same situation that provides the 
possibility of raising our standard of living—the growth of large en- 
terprises, with large investments, capable of producing large quan- 
tities at low prices. Free competition among such enterprises might 
easily endanger the maintenance of their equipment and would in- 
evitably lead to a reduction of wages. Therefore, reductions of prices 
are contrary to private competition as it prevails in industry today, 
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not characteristic of it. Any change would have to be made by the 
force of authority, and Moulton wishes to avoid this. A reduction of 
prices, furthermore, leads to an increase of producers’ income only in 
the case of commodities with an elastic demand. Such groups as 
farmers and professional people, for whom Moulton desires an in- 
creased standard of living as well as the wage earner, would suffer 
rather than gain, since their products are typical of the inelastic 
group. 

It seems to be less difficult to compensate the effects of an unfav- 
orable distribution of income than to provide methods by which it 
could be changed. High incomes result in large savings. These sav- 
ings are often not used for new investments but are sidetracked to 
the stock exchange, where they circulate for a while without leading 
immediately to consumption. If the same amount of money were 
created and forwarded to the consumers (this could be done by in- 
creasing government expenditures or decreasing indirect taxation) 
the productive capacity would be better utilized, the demand for 
new investments would increase and savings could be used for their 
proper purpose. (This would be more in accordance also with the 
way these problems have been overcome in the past.) The process 
could be continued until the limits of labor capacity were reached. 
Thereafter a new enterprise, or the growth of an existing enterprise 
which increased the demand for labor, would raise wages and force 
the closing of firms which could not afford to pay the new wages 
and could not, of course, raise prices. Competition for the worker 
seems to be far more effective in promoting technical improvements 
and in raising the standard of living than merely imperfect compe- 
tition for the consumer. Competition in this field would not, as Moul- 
ton fears, aid only the wage earner. Higher wages and salaries make 
possible a migration from the farms to the city so that incomes 
earned on the farms can be divided among fewer people. There is 
little doubt also that the demand for professional and other services 
would increase. 

Any economic policy of today which aims at a faster development 
of the general welfare without endangering the democratic structure 
of the political organization must not propose a radical change in the 
present economic system. Therefore it must provide indirect forces 
which are able to induce economic leaders to increase their produc- 
tion, rather than increase production through direct interference. 

WALTHER LEDERER 


Hunter College 
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WHITE, LEONARD D., BLAND, CHARLES H., SHARP, WAL- 
TER R., MARX, FRITZ MORSTEIN. Civil Service Abroad. Great 
Britain, Canada, France, Germany. [Commission of Inquiry on Pub- 
lic Service Personnel, Monographs 2 to 5.] New York: McGraw-Hill. 


1935- 275 PP- 

While the United States does not yet claim the title of having the 
best civil service she may justly pride herself on the excellent inves- 
tigating literature produced in this field. This book, in fact all pub- 
lications edited by the same commission under the inspiring influence 
of Professor Luther Gulick, is no exception. L. D. White’s high esti- 
mation of the British service is conspicuous on every page of his 
brilliant monograph opening the series. His positive feeling and his 
permanent occupation with his subject have enabled him to deal 
comprehensively with this complicated material in a comparatively 
short space. Nor does he content himself with generalities. From his 
practical experience he knows that nothing short of exact indica- 
tions can be of real help in this province. Hence in concise terms and 
figures he discusses the classification of officials, the number in the 
various classes, pay, recruitment, examinations, promotions, etc. I 
have no criticism of his study except for his high evaluation of the 
competitive examination, and concerning this I may refer to my 
article on “Civil Service” appearing in the current issue of this peri- 
odical. 

Walter R. Sharp begins with the statement that on the European 
continent France is now the only country that combines a permanent 
administrative bureaucracy with responsible democratic government. 
And indeed, the French officials are now essentially secured against 
removals for political reasons. ‘They are to all intents and purposes 
permanent. I may add that even the directors of ministerial divisions, 
at least outside the foreign office, have not for some time been dis- 
missed for political reasons. The author is particularly attracted by 
the advantages deriving from the strict centralization in France. In 
the main, however, he discusses the French conditions somewhat criti- 
cally, so much so that it is almost surprising to find that in con- 
cluding his keen analysis he acknowledges that the French public 
administration possesses certain solid virtues after all, and that by 
and large it is conducted honestly and intelligently, apart from 
furnishing excellent administrative courts. Outside the issue of exam- 
ination and patronage, dealt with in the article mentioned above, 
some minute comments may be added here. The comparative figures 
on the number of officials (p. 89) appear objectionable. In countries 
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with state railroads or other special services the number is as a mat- 
ter of course much greater than in others. The French rédacteurs are 
not confined only to clerical work (p. 108). Some of them hold the 
junior positions to the bureau chiefs, corresponding to the entrance 
positions of the British administrative class. The indemnité de rési- 
dence is granted in France on the model of the German Wohnungs- 
geldzuschuss. To judge this differentiation of pay arbitrary (p. 123) 
seems to me not justified. The fact that the cost of living bears 
a certain relation to the size of the locality has been statistically 
confirmed. 

F. Morstein Marx in the German part does not consider it an 
exaggeration to name Germany’s civil service in the same breath with 
England’s parliamentary government as ‘“‘a conspicuous achievement 
in developing political institutions.” With just pride he states that 
when the first president of the United States was born the system 
of entrance examinations had already proved its usefulness in Prus- 
sia. He presents a lucid account of the historical development after 
the Thirty Years’ War, when the Great Elector established and used 
the civil service as a chief weapon for breaking up the destructive 
influence of the feudal lords, recruiting it from a middle social 
stratum, from the “common man.” In addition I should like to em- 
phasize that the non-contiguous and scattered shape of the growing 
Prussian state led the kings to develop a centralized civil service of 
colonial severity, and that the decrees (mentioned on p. 181) pro- 
hibiting candidates from serving in their native provinces helped 
create impartiality. The dates and figures on the present organiza- 
tion, if not so concise as in the British parts, are illuminating. The 
author is right in denouncing certain dangerous inconsistencies of 
the democratic governments in their treatment of the civil servants 
(p- 254). But he is wrong in charging in this context (p. 256) that 
the German statute of 1922 on the protection of the republic trans- 
formed most of the upper ranks in the higher service into political 
officers who thenceforth were removable at pleasure. This reproach 
is incorrect. In the federal and Prussian state administration only 
a very few positions were declared political. The majority, including 
the ministerial counselors, retained their permanence of office. More- 
over, the federal administration never made practical use of the small 
extension in the list of removable officials. 

All told, and including the contribution of Commissioner Bland 
for Canada, the volume provides a very valuable source of informa- 
tion on the existing status and is an excellent manual for universi- 
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ties, civil service associations and research. bureaus. It is only a further 
merit of the book that it makes us feel what is still wanting: a 
thorough comparative investigation of the different methods of ex- 


amination and training. 
ARNOLD BRECHT 


JAEGER, WERNER. Aristotle, Fundamentals of the History of His 
Development. [Translated with the author’s corrections and addi- 
tions by Richard Robinson.] Oxford: Clarendon Press. 1934. $6. 


Werner Jaeger’s book is perhaps the finest achievement of the 
German New Humanistic movement that centers about the German 
periodical Die Antike. This movement cannot be considered merely 
a continuation of the old tradition of the Humanistic Gymnasium, 
or merely a reaction against the pragmatism of our western culture; 
nor can it be justifiably reproached as an eclectic union of the per- 
sonality cult of German classicism with the scientific tendencies of 
modern philology, although it contains something of all these move- 
ments. This New Humanism drew its strength and took its charac- 
teristic features from the new understanding of mental development 
and the reinterpretation of cultural and personal development that 
arose in postwar Germany. 

The progress that has been achieved by this humanistic interpre- 
tation is best shown by contrasting it, as shown in Jaeger’s position, 
with other movements that have dealt with Greek thinkers. There 
is nothing in Jaeger’s book of that philology that has been charac- 
terized as “the knowledge of that which is not worth knowing,” and 
nothing either of the opposite method which holds that only through 
the creation of a myth about a personality can the unity of that 
personality be sensed, a belief often held by those who have not 
the strength or will to follow the development of this unity in the 
facts. But even between these extremes no one has attained Jaeger’s 
classical objectivity in the presentation of Greek thinkers. 

In this he far surpasses his teacher Wilamowitz. In Wilamowitz’ 
Plato one can discover everything about Plato, but never discover 
Plato the philosopher. Jaeger is also in the highest degree conscious 
of the facts, but he combines with his philological acuteness the 
capacity of the philosopher for seeing the philosophical problems, 
the gift of the psychologist and the historian for understanding per- 
sonalities and epochs, and the highmindedness of the humanist that 
moves always on a level of self-conscious discussion and interpre- 
tation. Thus equipped Jaeger is able to give us for the first time 
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a picture of the development of Aristotle. For the first time he ex- 
amines both philologically and historically the fragments which 
have so far been treated only unsatisfactorily by Bernays and by 
Rose. 

According to the traditional opinion even the young Aristotle could 
not be considered a Platonist. Thus Bernays gives an interpretation 
of the platonizing passages that makes them appear either anti-Pla- 
tonic or un-Platonic, and. Rose believes all the Aristotelian dialogues 
to be later forgeries because of their Platonism. Jaeger proves that 
these dialogues are genuine and he gives an admirable interpreta- 
tion of the relatively few passages that have come down to us and 
of the significance of the dialogues in general. In this way he dis- 
covers that the systematic writings of Aristotle did not spring fully 
formed from his mind as Pallas Athena from the head of Zeus. He 
shows that Aristotle had a development no less interesting than that 
of Plato. During a Platonic period of membership in the academy he 
defended the transcendent conceptions of Plato with an energy that 
does not agree with the usual picture of Aristotle as a purely earth- 
bound thinker and as an antagonist of Plato from the beginning. 
Then followed a time when he still considered himself a Platonist 
but began to develop his own ideas. Finally he retired to Athens 
and crystallized his system. But even this well known last stage ap- 
pears in a new light in Jaeger’s investigation. Aristotle is no longer 
for us the mere constructor of a system that can be considered apart 
from his person, but a colorful philosophical personality struggling 
with the ideas of his teacher and freeing himself slowly from the 
overwhelming influence of Plato, but even from the beginning ting- 
ing his- defense of Plato with his own type of thinking. It is a new 
Aristotle, far from the Aristotle given us by the commentators and 
scholastics. 

Moritz A. GEIGER 
Vassar College 


PINSON, KOPPEL S. A Bibliographical Introduction to National- 
ism. [With a foreword by Carlton J. H. Hayes.] New York: Colum- 
bia University Press. 1935. 71 pp. 75 cents. 

Every scholar who is working on the social and political problems 
of the nineteenth and twentieth centuries must inevitably treat na- 
tionalism as one of the outstanding forces in modern life. It is 
therefore a great advantage to have Pinson’s critical guide through 
the theoretical (philosophical, sociological and political) literature 
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on nationalism in the English, American, French and German 
sciences. 

For the most part one can agree with the selection of titles and the 
critical appreciation of the different works. May I suggest for men- 
tion in the next edition of the bibliography, among the titles of 
books concerning Hegel’s theory of the state, the important work of 
Franz Rosenzweig, Hegel und der Staat (Munich and Berlin 1920) 
and the very interesting thesis of Julius Lowenstein, Hegels Staat- 
sidee, thr Doppelgesicht und ihr Einfluss im 19 Jahrhundert (Berlin 
1927). I should be very glad to have under no. 271 a reference to 
Waldemar Gurian’s profound review of Rohden’s book, Josef de 
Maistre, in Literarischer Handweiser der Gorres Gesellschaft (1930- 
31, pp. 340-41). Professor Hayes, who has so deeply influenced the 
study of the problems of nationalism, has introduced Pinson’s work, 
which will be indispensable for every student of sociology and politi- 
cal science. 

ALBERT SALOMON 
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American Economic 
Association 


HE American Economic Association has as 

its purpose the encouragement of economic 
research, especially the historical and statistical 
study of the actual conditions of industrial life, the 
issue of publications on economic subjects, and the 
encouragement of perfect freedom of economic 
discussion. The Association as such takes no par- 
tisan attitude, nor will it commit its members to 
any position on practical economic questions. 


Membership entitles one to receive the American 
Economic Review and the proceedings of the 


annual meetings. 


Annual Membership $5.00 
Life Membership $200.00 


Applications for membership should be sent to: 
The Secretary, 


American Economic Association, 


NORTHWESTERN UNIVERSITY, 
EVANSTON, ILLINOIS. 
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